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OBSERVATIONS ON THE OPERATIONS OF THE 
NATIONAL WAR LABOR BOARD 


By DEXTER MERRIAM KEEZER* 


The following observations on the operations of the National War 
Labor Board deal both with its basic accomplishments in coping with 
labor disputes and stabilizing wages, and with some of the more 
striking manifestations of its behavior as a tripartite agency of govern- 
ment, with membership representing the public, organized labor and 
employers. That the issue of whether or not an agency designed to deal 
with labor disputes on behalf of the federal government should have 
a tripartite membership will continue to have vitality is suggested by 
the fact that, in passing the Labor Disputes act of 1946, popularly 
called the Case bill, the House of Representatives provided for the 
creation of a Labor-Management Mediation Board, with a three-way 
membership patterned on that of the War Labor Board. 

Since my observations on the behavior of the National War Labor 
Board were made at close range, they tend to emphasize the pulling 
and pushing in which the conflicting elements composing its tripartite 
membership were more or less continuously engaged. This pressure 
performance, while more entertaining, was less important than the 
Board’s basic accomplishment in carrying out its dual assignment to 
settle labor disputes and stabilize wages, and should be viewed 
accordingly. 


Toward the end of a visit to the National War Labor Board, a friend 
of mine from England who had been privileged to attend a session of 
the Board and had been considerably shaken by the experience, in- 
quired, “Was I being had on when I was told that your Board is just 
like the United States Supreme Court, that it makes decisions from 
which there is no appeal?” When I assured him that it made such 
decisions, he exclaimed, “Then I say! Why don’t you behave like the 
United States Supreme Court?” 

* The author is now director of the department of economics of McGraw-Hill Publishing 


“a and wrote the present article while a Public Member of the National War Labor 
oard. 
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My friend had reference to the socially rugged manner in which the 
Board conducted its business. As I recall it, no threats of physical 
violence were visited on any of the members during the session he 
attended. In fact, in my experience as a Public member of the Board, 
which extended over a year and a half, it was only on very rare occa- 
sions that it was proposed to “Come outside and finish this!” But it 
was commonplace to have charges ranging from those of deceitfulness, 
venality, and vulgar avarice to the relatively mild accusation that one 
was being willfully and stubbornly obtuse tossed around the Board 
and accented by shouting and table pounding. It was even more com- 
monplace to have several members of the Board talking at the same 
time, perhaps in a series of independent parleys cutting across the 
main thread of discussion. 

Why the Board acted in this forthright fashion seemed to be ac- 
counted for in part by what have become almost the conventions of 
deportment in handling labor relations in the United States. These 
seem to call for a notably robust line of verbiage, compounded on 
readily found occasions with mutual abuse by the participants. How- 
ever, unless the abuse is piled on to a depth and with a persistence that 
unmistakably indicates that it is sincere, it also seems to be conven- 
tional to take it and deliver it with a considerable degree of personal 
detachment. Indeed, it was not unusual for a member of the War 
Labor Board to characterize one of his colleagues as bountifully en- 
dowed with a large variety of despicable human qualities, and then add 
blandly, “Nothing personal of course.” 

A few years ago failure on my part to understand that a compre- 
hensive cussing of each other by the parties to it may merely be a 
conventional manifestation of virility in handling a labor dispute, led 
me into a consequential error. At the time I was acting as referee for 
a division of the National Railroad Adjustment Board which, in addi- 
tion to the referee, included five representatives of employers and five 
representatives of the workers. One of my colleagues, a great hulk oi 
a man, kept threatening, it seemed to me very earnestly, to throw 
another of them out of the window, which happened to be twenty-two 
stories above the ground. I found this such an alarming prospect that 
I refused to continue the proceedings until I was spared the thought of 
having my associate hurtling through space to the pavement below 
I had my way, but at the conclusion of my tour of duty as referee, 
the member to whose threats I had objected advertised me throughout 
the Northwest, where I was then living, as the most unfair man with 
whom it had ever been his misfortune to be associated. I am sure he 
was motivated in considerable part by a feeling that I had unreasonably 
cramped his style by refusing to permit him to present his case with 
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what he regarded as an appropriate degree of vigor. If I had had a 
tour of duty on the National War Labor Board at the time, I would 
have been more understanding. 

A root cause of the two or more fisted character of the War Labor 
Board proceedings was, of course, the abiding fact that there are 
very few, if any, generally respected principles or standards to which 
to appeal in establishing wages and working conditions. Within the 
limits of paralyzing bankruptcy on one side and conditions which 
workers find intolerable on the other, there is a sort of scientific no 
man’s land in which the general absence of controlling economic sign- 
posts encourages resort to bluster as a means of trying to prevail. 

Use of this technique was also encouraged by the tripartite member- 
ship of the War Labor Board, with members appointed to represent 
wage workers, employers and the public. In accounting for the con- 
trast in deportment which he had noted, I explained to my British 
friend that if, having argued their cases before the United States 
Supreme Court, the opposing lawyers were not only invited to join 
the Justices in discussing how the cases should be decided but between 
them given twice as many votes as the Court holds, it is at least 
doubtful if the Court would long be able to maintain a plausible 
semblance of serenity, even with the aid of black robes and the austere 
white pile which is the seat of its operations. 

A “full Board,” which it was customary to convene to consider 
matters of major importance, consisted of twelve members, four on a 
side. However, a division of the Board composed of two members on 
a side had full power to act, and occasionally each side was represented 
by a single individual appropriately equipped with proxies. This was 
less often true of the labor side than of the others for, while the Labor 
members were appointed as representatives of workers in general, the 
labor membership was divided between representatives chosen from 
the American Federation of Labor and the Congress of Industrial 
Organizations, and they generally wished to be present when cases 
involving their respective organizations were acted upon. Eight Public 
members, all Presidential appointees, devoted their full time to the 
work of the Board. In addition to four regular and four alternate 
Labor and Industry members, appointed by the President, these groups 
each had about a dozen substitute members of their own choosing who, 
with the approval of the Board, had full power to act. This membership 
arrangement made it possible to have several War Labor Boards in 
session simultaneously, as was frequently the case. 


The business of the Board consisted of carrying out two assignments 
which were given to it separately, but which were often inextricably 
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linked. One for which the Board was created by the Executive Order of 
the President in January, 1942, and continued by the War Disputes 
act of June, 1943, was to settle labor disputes which threatened to 
interfere with the successful prosecution of the war. The other assign. 
ment, which came originally from Congress in October, 1942, and 
which it carried out under the general direction of the Director of 
Economic Stabilization, was “to stabilize wages so far as practicable 

. . on the basis which existed on September 15, 1942.” 

Business got to the Board, which had under its jurisdiction the 
wages and working conditions of about 25 million wage workers, in 
two general ways. One was in the form of disputes certified to it by 
the Secretary of Labor, whose certification stated that they “. . . may 
lead to substantial interference with the war effort. . . .” The other 
main line of business of the Board originated in applications for 
approval of changes in the compensation of wage workers, which was 
sought to make sure the changes were in accord with the national wage 
stabilization program. 

The disputes certified to the War Labor Board ranged all the way 
from those involving general increases in wages and far-reaching 
changes in working conditions for hundreds of thousands of employees 
to those involving what at first glance might seem to be remarkably 
trivial grievances of single individuals. The superficial magnitude of a 
grievance, however, is no guide to its actual importance in disrupting 
labor relations. This fact was driven home to me a few years ago wher, 
while working to avert a threatened strike of the employees of a large 
inter-urban electric railroad, I found that perhaps the most menacing 
issue was that of whether or not the members of the train crews were 
to be allowed to take off their coats during hot weather. Representa- 
tives of the management intimated that they might get together with 
the workers on changes in wages and hours of labor involving the 
increased expenditure of millions of dollars annually, but on the shirt- 
sleeve issue, never! When the workers remained adamant on what 
struck me as their reasonable demand not to be required to swelter 
in the summertime, it finally developed that the general manager of 
the railroad was confident that if the members of the train crews were 
allowed to take off their coats in the summer, the next thing they 
would want to do would be to roll up their sleeves. He said in no 
uncertain terms that he would rather see the line stop operating than 
tolerate such an affront to what he regarded as respectable railroading. 

Similarly, while seemingly very trivial, the issue of whether or not 
a physician’s certificate that a particular worker’s absence from work 
was due to illness should be held by the worker or the company—@ 
case actually certified to the War Labor Board—may touch hidden 
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springs of passion which make it a matter of first-rate importance. 
Sometimes it is fairly obvious that a superficially trivial issue has 
relatively important ramifications. This was true, for example, of a 
dispute certified to the Board on the issue of whether a particular group 
of workers should be classified as working in the mouton industry 
or the leather and tanning industry. No doubt variations in the per- 
missible rates of pay depended upon the classification approved. Like- 
wise, when the head of a union precipitated a dispute which reached 
the War Labor Board by refusing to bargain with an employers’ asso- 
ciation, his principal complaint was that the representative of the em- 
ployers’ association persisted in mispronouncing his name in a peculiarly 
annoying way; but it was a safe bet that more than hurt feelings were 
involved. No doubt bargaining with the individual companies grouped in 
the association seemed to the union a more promising way of attaining 
its objectives than bargaining with the association. Incidentally, the 
case was complicated by the fact that the representative of the em- 
ployers’ association said the union leader persisted in mispronouncing 
his name, too, but he was inclined to be more tolerant of this social 
negligence. 

Because the Board accepted for settlement such a large volume and 
variety of issues, it was more or less continuously taxed by its Labor 
and Industry members, often in the wake of an unpalatable decision, 
with scuttling the processes of collective bargaining. There was in- 
evitably much truth in this contention. The very fact that the Board 
was available to act as final arbiter of labor disputes discouraged col- 
lective bargaining. Such bargaining was also further discouraged at 
times by the fact that the Board accepted some disputes before the 
parties had much more than met each other and a few before they 
had even done that. 

It is possible, however, to exaggerate the deleterious effects of the 
Board’s operations on collective bargaining as a whole. This is indi- 
cated by the fact that there was a great increase in both the number 
and scope of collective bargaining agreements during the period of its 
existence. In 1940 about 30 per cent of our industrial workers were 
covered by collective bargaining agreements. By 1944 about 45 per 
cent of a much larger working force was covered. Sometimes what 
seemed to be happening was not that the process of collective bargain- 
ing was being scuttled, but that the process, or at least part of it, was 
being transferred to Washington where, when great national cases were 
being decided by the Board, representatives of the employers and 
workers swarmed and bargained all over the place, sometimes with 
the benefit of Board members, sometimes in last minute efforts to avoid 
their ministrations. 
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Both because of its membership in the mass production industries 
and by design, the CIO specialized in putting together great national 
cases involving major changes in working conditions for hundreds of 
thousands of employees. By an historic tour de force its Steelworkers 
managed to consolidate in a single proceeding 86 cases directly involy. 
ing all of the major steel producing companies in the country and over 
400,000 production employees. It took no special design, however, to 
bring over 325,000 workers into a single General Motors Corporation 
case because the labor relations of 115 of its plants in all parts of the 
country are governed by a single master agreement with the United 
Automobile Workers, CIO. 


When a case involving a dispute was accepted by the Board, a deci- 
sion always made in Washington, it might travel any one of a variety 
of routes to final settlement. The Board maintained twelve Regional 
War Labor Boards which blanketed the country with their geographical 
jurisdictions and half a dozen special industry Commissions to handle 
cases originating in industries such as shipbuilding, motor trucking, 
and newspaper publishing. If a dispute case was referred to one of 
these agencies, which had power to act for the Board, it had about a 
two to one chance of being finally settled by one of them. It was pos- 
sible, however, for either party to appeal to the National Board from 
a Regional Board or Commission decision, and though the grounds for 
appeal were rather narrow, approximately one-third of the total of the 
dispute cases decided by the Regional Boards and Commissions in 
1944 were appealed. 

Like the National Board, the Regional Boards and Commissions 
were set up on a tripartite basis and appeals from them to the National 
Board were filtered through a national Appeals Committee which, after 
giving them another tripartite going over, made recommendations to 
the National Board about what to do with the issues involved. With 
the aid of standing national panels, which made recommendations to 
it, the National Board acted directly on cases originating in a number 
of industries including shipping by water and airframe manufacture. 
It proceeded in the same way in handling cases cutting across regional 
lines, sometimes receiving major national cases directly from special 
panels but usually after they had been filtered through a tripartite 
staff Review Committee. Voluntary applications for approval of 
changes in wages were first filed in the local offices of the Wage and 
Hours Division of the Department of Labor where applications not 
requiring approval were sifted. Those requiring approval, which in 
1944 reached the rather staggering total of 191,000, then went to the 
Regional War Labor Boards and Commissions. If the application was 
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denied by them, an appeal could then be made to the National Board 
which also acted originally on some applications which were inter- 
regional in scope. 

By these various routes the National Board in the later months of 
its existence had flooding in upon it for final decision a monthly average 
of almost 600 cases, about two-thirds of which involved disputes and 
the balance voluntary applications for approval of wage adjustments. 
About 400 of them called for review on appeal and the balance for 
original action by the Board. In dealing with this flood of cases the 
Board turned out an average of over 100 decisions a week, all of them 
after each case had been worked over at least once, and usually several 
times, by tripartite groups representing workers, employers, and the 
public and almost always for the Labor and Industry members had 
parted company completely on the important issues, with the Public 
members casting the deciding votes. 

Once the War Labor Board had decided to issue what it redundantly 
called a Directive Order, the three sides generally stuck together on 
the proposition that it should be obeyed, regardless of what they may 
have thought of it in the first place. Thus, the Industry members voted 
to take the step which resulted in the Army’s occupation of some Mont- 
gomery Ward establishments, even though the order in question, which 
the company refused to obey, contained provisions which they had 
strenuously opposed. Likewise, it was only rarely that the Labor mem- 
bers refused to vote to utilize all of the powers available to the Board 
to enforce its orders, even though they were orders which they had 
bitterly opposed as adverse to the interests of the workers involved. 
In thus rising above partisanship they, and the Industry members, 
frequently sacrificed popularity and perhaps sometimes prestige as 
leaders of the groups they represented on the Board. In dealing with 
broad questions of policy as well as with the recurring crises in the 
career of the Board, the Industry and Labor members also frequently 
acted and spoke with concern for the enterprise as a whole. 

In the process of deciding cases, however, the Labor and Industry 
members generally hewed strictly to the line of partisanship. With 
individual and fleeting exceptions, their general attitude was perhaps 
typified by a remark which a Labor member, who was also the head 
of a national union, made to a Public member to whom he was com- 
plaining about the Board’s decisions on certain issues in the case in 
which he was particularly interested. When the Public member in- 
sisted that the Labor member was being fairly treated, he retorted, 
“We don’t merely want a fair decision; we want a favorable decision.” 
He reflected a common attitude on the part of both Labor and Industry 
members, 
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The wholehearted pursuit of victory rather than truth resulted ip 
the use of quite a collection of histrionic tricks by the Labor and Ip. 
dustry members which were designed to sway the votes of the Public 
members in one direction or the other. One was to feign great indigna- 
tion that the Board should fritter away its precious time with further 
bootless discussion when the discussion seemed to be opening up the 
possibility that, if continued, the decision which had seemed safe for 
their side might go the other way. A variant of this technique was for 
the side which wanted to hurry its victory to start recording its vote by 
calling and sometimes almost chanting “aye” or “no” while the dis- 
cussion of the case was still going on. Another was to belittle the 
knowledge or good sense, or both, of authorities cited in opposition to 
their position. Still another was to pretend a passionate devotion to 
strict adherence to the Board’s rules of procedure when there was 
advantage in doing so, and to write the rules off petulantly as the handi- 
work of pecksniffian bureaucrats when it worked the other way. 

Certain Industry members made it a standard practice to indicate at 
the outset of the sessions in which they participated that it was, of 
course, preposterous to suspect that any employer was going to get an 
even break from a New Deal outfit like the War Labor Board, the 
design apparently being to get the Public members to lean over back- 
wards to avoid paying out on the charge. Some of the Labor members 
also worked much the same system in reverse by quite explicitly de- 
ploring the bias, at least on the part of certain Public members, against 
the modest aspirations of their clients. There is little reason to believe 
that these as well as many more similar devices to win friends and 
influence Public members, most of them variants of the theme that 
“We wuz robbed” or surely are about to be, had much if any effect on 
the course of War Labor Board decisions. They simply added in their 
peculiar way to the strangely murky atmosphere in which the Board 
often operated. 

In mastering the art of catch-as-catch-can debate at close quarters, 
most of the Labor members of the Board had a long head start on their 
colleagues. They had not only had to think but to talk themselves to 
their places in leadership in the labor movement and through tough 
competition. Among the Industry members, however, they found such 
apt pupils that even though most of the Industry members rotated 
between their places on the Board and posts in industry and thus 
were less steadily on the job than their Labor confréres, there was 
toward the end of the Board’s career no consistent preponderance of 
skill on either side in the application of the peculiar arts of argumenta- 
tion and obfuscation involved. 

On both sides, of course, there were marked differences in the indi- 
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vidual techniques used in arguing cases. Some Labor and Industry 
members operated more or less in the manner of heavy tanks plowing 
ahead doggedly and relentlessly while others skipped back and forth 
over the ground with a speed and skill suggestive of the best broken 
geld runners in football. But, however tricky their maneuvers, none 
of them lost sight of their objective, which was almost invariably to 
win the case. And, with few individual exceptions, if that involved 
letting the Public members vote under a misconception of the issue 
or its significance, or perhaps even fostering the misconception a 
little—well, it was up to the Public members to look out for themselves. 

As the abuse which was so freely dispensed about the Board involved 
relatively little personal rancor either on the delivering or receiving 
end. so the disingenuous manner in which the Labor and Industry 
members sometimes .conducted themselves was no reflection of their 
personal integrity which, I am sure, was uniformly above reproach. 
On the War Labor Board theirs was usually a personally detached and 
almost professionalized réle of advocacy of which the objective was 
to win. While, I am told, there is nothing new about the performance 
of such a role in the field of labor relations, it was relatively novel, 
as well as notable, to have it carried on not merely under the aegis of 
the government of the United States but also by officials in the person 
of Labor and Industry members carrying commissions from the Presi- 
dent of the United States. The code authorities invented a decade ago 
by the National Recovery Administration foreshadowed in some meas- 
ure such a setup but were by no means so comprehensively tripartite. 
The Industry and Labor members of the War Labor Board first acted 
as advocates using all the tricks of the trade and inventing new ones 
from time to time. Then they presumably switched to the réle of 
judge, to pass upon the validity of their own arguments; and combined 
they had, as judges, twice as many votes as the Public members. In 
such a setup, the security of the public interest, of course, rested largely 
on the fact that the Industry and Labor members were chronically 
disagreed about what would serve it. This almost always left it to the 
Public members to settle the question, though in a few cases, usually 
involving voluntary applications for wage increases, the Industry and 
Labor members gleefully got together and overrode the Public mem- 
bers. If, however, an Industry or Labor member had shown consistent 
symptoms of abandoning his partisanship and acting judicially, he 
would surely have seemed to his associates on his side of the Board 
to be losing his grip on his job. 


Even though the judicial réle of the Industry and Labor members 
was largely a fiction, there were important and, I believe, decisive 
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public advantages in the tripartite setup of the War Labor Board, both 
as an agency to settle wartime labor disputes and to administer the 
national wage stabilization program. It is axiomatic that the true ip. 
wardness of a labor dispute often bears little or no relationship to 
what is being proclaimed about it—a fact which makes it possible to 
have a complete documentary record of the dispute and still have 
no idea of what it is really about. Their Labor and Industry colleagues 
could and did give the Public members crucially important help in 
overcoming this difficulty by letting them know, in those rather subtle 
ways developed by people who work closely and continuously together, 
the real significance of the dispute involved and what would suffice, if 
not be satisfactory, as a remedy. Thus, though it was decidedly not 
one of adding judicial strength to the Board, the tripartite composition 
did add much to its capacity to deal effectively with labor disputes. 

Also the tripartite setup, in my opinion, made a crucially important 
contribution to wartime wage stabilization. Since the Labor members 
consistently voted for wage increases, no matter how completely they 
conflicted with the wage stabilization program, it may seem ridiculous 
to contend that their participation was essential to the success of a 
Board administering the wage stabilization program. If, however, 
organized labor had had no share in the administration of the program 
and hence no responsibility for it, there might well have been no 
program at all. In the interest of getting more pay immediately which 
many organized workers unquestionably could have done, the leaders 
of organized labor might well have decided to try to do away with 
the wage stabilization program and take their chances on the runaway 
inflation against which the program was designed to guard. And they 
might well have succeeded, too. Consequently, labor membership on 
the Board was probably a sine qua non of any wage stabilization pro- 
gram at all, and a public benefaction as such. 

The tripartite composition of the Board also seemed to me to give 
it a certain amount of immunity from political attack which added to 
its effectiveness in getting ahead with what was frequently its inflam- 
matory job. Quite a lot of the unpopular business of the Office of 
Price Administration was initiated by wage adjustments authorized by 
the War Labor Board. To attack the Board for this, however, would 
have involved direct conflict with representatives of the nation’s most 
formidable labor organizations. It was safer to lambast OPA which 
had no such political armor—a fact reflected, I believe, in the relative 
volumes of political abuse dispensed to these two associated agencies. 
While the War Labor Board certainly had no political glamour, it came 
off relatively unscathed in the halls of Congress, not by accident, but in 
considerable measure by virtue of its tripartite composition. This same 
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rd, both composition extended to hundreds of tripartite committees and panels 
ster the set up by the Board throughout the land to deal with specific cases. 
true in. These agencies provided their membership with a source of both power 


and income which may stimulate a considerable interest in the continua- 
tion of a tripartite setup for dealing with disputes over wages and 
working conditions. 

The partisan pounding to which the Public members were subjected 


ship to 
sible to 
l have 


e€agues 

lelp in might have been of no particular consequence if they had had the time 
subtle and materials with which to study carefully the cases presented to 
ether, them. Such study was usually given to major policy-shaping cases, 


fice, if 
ly not 


but in dealing with run-of-mine cases the Public members rarely 
had time even to glance at the record before such cases were put up 
to them for decision. If it was a case appealed from a Regional Board 


Sition 
utes. or Industry Commission, the record frequently contained no explana- 
rtant tion whatsoever of why the Board or Commission decided the case as 
nbers it did, leaving it to the National Board to try to guess the answer 

they from the conflicting contentions of the embattled parties. 
lous There may well have been safety in numbers, however. To keep 
Of a anywhere near on top of the tremendous load of work which was piled 
ever, in upon it, the Board was required to decide so many cases that the 
ram errors due to high speed consideration may have balanced out. Also, 
| no solace of a grim sort can be found in the fact that deciding labor 
hich disputes is such a crude business, in terms of the handling of the issues 
ders with scientific precision, that there is no certainty of decisive loss when 
vith it must be conducted in a relatively offhand manner. Those who crave 
Way industrial peace and tranquility must find it a frightening fact that 
hey almost everything talked about in settling a labor dispute lies in the 
on field of controversy. But given that state of affairs, it may be that 
ro- the best thing to do is to fence off a ring for the contestants in labor 
disputes, as a tripartite setup such as that of the War Labor Board 
ive tends to do, and hope that they will stay within its confines in struggling 
to toward a composition of their differences. 
m- For all three sides of the Board, one of the completely unsolved prob- 
of lems remained that of imparting to its tripartite machinery a modicum 
oy of administrative efficiency. At its best a Board is a cumbersome ad- 
Id ministrative instrument. When it is divided into three parts, two of 
st which conceive their interests on many issues to be diametrically op- 
h posed, it often becomes superlatively inefficient. The two sides pull and 
e tug while the business of the Board is stalled in the middle. To aggra- 
. vate the inefficiency inherent in its tripartite setup was, of course, the 
e fact that the business of getting the Board’s scheduled work done was 
2 continuously being interrupted by new crops of crises demanding im- 
4 mediate attention. 
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It was suggested, of course, that administrative inefficiency might 
be a constructive quality in an agency engaged, as the War Labo 
Board was, in administering a wartime wage stabilization program 
since, in its own way, such inefficiency served a basic purpose of the 
program to put brakes on the granting of wage increases. However, if 
any gain was made for wage stabilization in this perverse way, which 
is dubious, it was made at the expense of increasing the dangerously 
explosive character of the labor disputes referred to the Board. Conse. 
quently, as a general proposition all three sides of the Board not only 
deplored its administrative inefficiency, but struggled to overcome it 
by hard work. There still remained the ironic fact, however, that the 
harder the Labor and Industry members worked at their partisan 
designs, the less might finally get done. In spite of this remarkably 
self-defeating administrative quality of a tripartite setup, the Board, 
by dint of long hours and multiple shifts, somehow managed to get 
through an enormous quantity of work, with the aid of an extraordi- 
narily diligent and competent staff. 

Along with the problem of making the Board operate efficiently, 
neither workers nor employers fully solved the problem of securing 
completely effective representation on it. One of the complications 
which confronted employers can be illustrated by a case involving 
the salmon packing industry of Bristol Bay which is above the Arctic 
Circle, some 2,000 nautical miles north of Seattle. The local Indians 
who worked in the fisheries and canneries during the packing season 
were organized by the CIO and, consequently, the CIO members of 
the National War Labor Board had a direct interest in their local 
union. When, however, a particularly tortuous dispute involving these 
Indians came to the Board, it fell to the lot of an Industry member from 
an oil company which has the geographic center of its operations deep 
in the heart of Texas to take the lead in representing the employers. 
In order to do an effective job, which he did, it was necessary for 
him to apply himself ardently to the problems of an industry about as 
remote technically and geographically from his own as it is possible 
to get. Not all the Industry members had such adaptability. Some 
of the Industry members also had difficulty in getting over the habit, 
or in persuading their clients to get over the habit, of thinking that 
decisions should be weighed primarily by reference to the immediate 
cos. and without regard to long-range and wide-range ramifications 
which were often imposing. Indeed, the attitude of some of them was 
reminiscent of the man who, after a native had darted out of the Cuban 
jungle and taken a pass at him with a bolo knife, cheerfully remarked, 
“He missed me!” “Wait ’til you swallow,” his more experienced com- 
panion ominously replied. 
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Y might While the Labor members of the Board presumably represented all 
T Labor of the workers subject to its jurisdiction, organized and unorganized 
Program alike, they came to be selected exclusively and in equal proportions 
© Of the from the ranks of the CIO and the AFL. This left without direct repre- 
never, if sentation on the Board about half the workers subject to its jurisdic- 
> Which tion. These included not merely millions of unorganized workers, but 
erously some 1,750,000 workers organized in “independent unions,” i.e., unions 


not affiliated with the CIO and the AFL, including national groups 


ot only of such formidable proportions as the United Mine Workers of 
8g America. The independent unions had representatives on various 
nat the Board committees but not on the Board itself. 
artisan The Labor members of the Board would vehemently protest any 
rkably intimation that, afforded the occasion, they were less ardent advocates 
Board, for independent unions and unorganized workers than they were for 
to get the organizations from which they were chosen, and they would be 
aordi- entirely sincere about it, too. Also, they would be able to document 
their protest not merely by citing a large output of militant rhetoric 
ently, on behalf of independent unions and unorganized workers, but by 
uring masses of statistics showing that the members of the organizations 
itlons represented directly on the Board fared no better at its hands in the 
Iving matter of wage increases than did the members of independent unions 
irctic and those unorganized workers whose cases occasionally got before 
lians the Board through voluntary applications of employees for approval 
ason of wage changes. 
Ss of Figures of this kind, however, leave quite a bit to be desired. For 
ocal example, they may show that large numbers of unorganized workers 
hese who started from a low wage base did far better relatively in wage 
_ increases during the war than those grouped in the most powerful 
leep unions. As an indication of how they fared, however, there is something 
ws. wrong with this picture. Also, wage statistics do not reflect what may 
for be very valuable benefits to workers in the form of improved working 
as conditions, which might be ordered by the War Labor Board for those 
ble who had the requisite organized strength to get their demands to the 
re Board. That white collar workers by and large did not have such 
nt, strength was one of the most consequential facts about our wartime 
at economic setup. 
te Likewise, as an indication of how workers actually fared before the 
nS Board, the wordage put into the record on behalf of workers not di- 
aS rectly represented on the Board shares the general weakness of docu- 
in mentary records in the field of labor relations. There was obviously 
1, vastly more to pressing a case to a successful conclusion, particularly 


through the sticky administrative entanglements of the War Labor 
Board, than arguing the case strenuously in the Board. But how the 
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effectiveness of performance in this line is to be accurately measured 
I have no idea. It is my impression that it was a decided advantage ty 
workers to have direct representation on the Board, but I am awar 
that I would have a hard time proving conclusively that this impression 
is correct. At any rate, that CIO and AFL members did not regard each 
other as equally well qualified to handle all cases is attested by the 
fact that CIO members consistently declined to represent labor jp 
consequential AFL cases, and vice versa. This practice hardly supports 
the proposition that the affiliations of the Labor members made no 
difference in their work as advocates of the labor side. 

The validity of this proposition was also violently fractured from 
time to time when jurisdictional disputes between the AFL and CI0 
got before the Board. Then the Industry members were likely to be 
privileged to sit by and watch a battle between Labor members which 
made their own customary conflict with the labor side seem positively 
anemic. I suppose that the primary reason for this vehemence is that 
union leaders regard an assault upon their jurisdiction by another union 
as a stab in the back or, at any rate, a stab in the side. While marveling 
at the heat poured into the jurisdictional rows between unions, how- 
ever, it has also occurred to me that part of the explanation may be 
found in what seems to be the extraordinary degree of insecurity in 
the position of most labor leaders. If they lose their jobs, which may 
be jobs giving them great national power and prestige, I am told they 
are likely to have a lot of trouble in finding any landing place until 
they get all the way back to the factory benches or crafts from which 
they started. It is my impression that the paucity of economic cushions 
for deposed labor leaders has something to do with the ferocity with 
which they resist what looks like encroachment upon their domains. 

Occasionally a union leader lands on an occupational cushion pro- 
vided by a job calling for work in the field of labor relations on behalf 
of an employer or groups of employers. Offhand, this might seem to 
be a smart arrangement from the employer’s point of view. I am sure 
it is often true, however, that when a union leader moves over to the em- 
ployer’s side of the industrial relations setup he leaves most of his use- 
fulness to the employer in negotiations in this field behind him. Indeed, 
when I served as the man in the middle of a tripartite setup for settling 
labor disputes (not the War Labor Board) which had as an employer 
member a former union official, it was almost a ritualistic part of the 
proceedings for the labor members to counter anything their departed 
union colleague said by an excoriation of him as a turncoat. Conse- 
quently, if anything is going to be done by way of increasing the 
economic security of union leaders, it must be done by the unions 
themselves or the government. Since a tripartite arrangement such as 
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the War Labor Board tends to have that effect, it may be possible to 
claim as one of the advantages of such an arrangement some slight 
tendency to reduce the ferocity of jurisdictional disputes which promise 
to plague the post-war period. 

With the organization of foremen and other supervisory employees 
in full-fledged unions, to which the National Labor Relations Board 
has recently given its blessing, the jurisdictional conflict between the 
AFL and CIO may attain new heights both in complexity and in- 
tensity. This possibility is suggested by a development at the Baldwin 
Locomotive Works at Eddystone, Pennsylvania, where the United 
Steelworkers, CIO, represent about 16,000 production workers and 
“working leaders,” and the International Association of Machinists, 
AFL, represents the supervisory employees, about 500 in number. 
When the company—to take account of what it plausibly said were 
shifting production requirements—reclassified about 225 supervisory 
employees as “working leaders,” its action had the effect of shifting 
them from the jurisdiction e° the AFL Machinists to that of the CIO 
Steelworkers. The attendan < o!nsion both locally and in the War 
Labor Board forecasts a new li. of jurisdictional conflict which may 
well be extended in increasingly intricate patterns if the extension of 
union organization to foremen and other supervisory employees is up- 
held by the courts. 

Of course, there is much more to the rivalry between the CIO and 
the AFL than the urge to gei and hold members. There is conflict in 
basic objectives. While there was relatively little talk about such ob- 
jectives around the War Labor Board, the performance of the AFL 
representatives made it clear that on the whole that organization is 
sticking to its basic ideal of business unionism and has as its ultimate 
purpose that of getting more pay for its members. If it is necessary 
to organize employers or even a community to do that, well and good, 
but that is an incident, not an objective. 

A major segment of the CIO is obviously interested in organizing or 
reorganizing the economic scheme of things on a more equalitarian 
basis as at least an intermediate objective in itself. It realizes that at 
this juncture this is not going to be done by salaaming to the slogan 
“Keep the government out of business,” but by getting the government 
into business on its side. Operating on this principle, it put together 
dispute cases for decision by the War Labor Board in which it made 
not merely conventional demands, such as those of more pay and less 
work, but demands against which the Industry members protested on 
the ground that they “usurp the prerogatives of management,” as some 
of them would do, and no doubt were designed to do. 

In piling wordage into the record condemning the shortcomings of 
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the War Labor Board, the CIO members yielded little or nothing to 
their AFL confréres. However, this is another of those manifold case 
in the field of labor relations where the formal record does not revea] 
the real situation. This quite clearly was that the CIO representatives 
recognized the government as a resource in moving toward its objec- 
tives, and frequently sought to use it as such, while the dominant AFL 
leadership sincerely chafed under the restraints imposed by the Board, 
It uncomfortably accepted them during wartime but it was determined 
to unload them at the earliest post-war moment, and return to collec- 
tive bargaining along traditional lines. The essential difference between 
the CIO and the AFL lambastings of their treatment by the War Labor 
Board was that the AFL almost always meant them. The fact that a 
large part of the CIO clearly had use for an agency like the War Labor 
Board in its business gives the work of the Board, including that of 
its tripartite paraphernalia, a significance extending beyond the war 
period which it otherwise might not have. 

In spite of the numerous rivalries and antipathies of the organizations 
from which they came, the Labor members presented a united front on 
the vast preponderance of the issues that came before the Board. This 
was also true of the Industry members. In the course of considering 
a case they might differ among themselves; but when it came time to 
vote, they almost invariably lined up solidly on their side, leaving it 
to the Public members to do such individual dissenting as was done. 
Some of the Public members did quite a bit, sometimes recording in 
written opinions their reasons for disagreeing with their colleagues. 
Others did almost none at all, perhaps in deference to the view that 
Public members had trouble enough without risking more by disclosing 
rifts in their ranks. At any rate the pressures exerted both by the task 
at hand and the tripartite organization of the Board seemed to be 
such as to subdue individuality within the ranks of those lined up on 
the three sides. As a result, the danger of having the board persist in 
a mistaken course may have been considerably enhanced. 

In dealing with most of the key issues which recurred continuously in 
cases coming to the Board, both the Labor and Industry sides came 
to take rigidly fixed positions. For example, the Labor members almost 
invariably voted for any wage increase regardless of whether or not it 
clearly conflicted with the prevailing wage stabilization policy of the 
Board and the government, of which they strenuously disapproved 
in its later wartime stages.’ The Industry members even more invariably 
voted against orders designed to grant protection to unions, such as 


* The observations on wage stabilization reported here do not cover the period after V-J 
Day. 
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those calling for maintenance of union membership as a condition of 


ing t A 
keeping a job. They did this in spite of the fixed policy of the Board to 


to ‘ssue such orders under appropriate conditions. In dealing with some of 
‘atives the other issues before the Board, the Industry and Labor members 
objec- were slightly less adamant but their positions remained firmly enough 
t AFL fixed so that it was possible to guess correctly at least 95 times out of 
30ard. 100 how they would vote on any given issue. 
mined While, in sharp contrast to the Labor members, the Industry mem- 
“ollec- bers almost always voted to uphold the Board’s wage stabilization 
tween policy, they were quick to insist that this is not because of any deep 
Labor admiration of this policy. Quite on the contrary, most of them expressed 
hat a the general view that the Board’s wage stabilization policy consisted 
Labor of a complicated system of dodges and detours by which it was possible 
rat of to grant a large variety of increases in pay for workers while seeming 
© war to “hold the line.”” While the Labor members ardently subscribed to 

the proposition that the Board’s wage policy was tortuously compli- 
ations cated, they regarded these complications as akin to those of a system 
nt on of barbed-wire entanglements, trenches, and pillboxes treacherously 
This placed between the workers of the country and their attainment of 
lering their objective of increased wages. 
me to Likewise, while they consistently voted for such provisions to pro- 
ing it tect unions as the Board dispensed, the Labor members were always 
done. quick to insist it was by way of making the best of a niggardly deal. 
ng in In exchange for having given up the right to strike in wartime, they 
gues. insisted that the organized workers of the land should be granted far 
- that more security for their unions against the assaults of predatory em- 
osing ployers than the Board typically granted. The Industry members, of 
. task course, took precisely the opposite position and insisted that this was 
10 be one of the more noxious ways by which the Board was turning the 
1p on country over to the mercies of organized labor. 
ist in 

As is generally the case, the truth about the Board’s handling of 

sly in these key issues of wages and union security lay somewhere between 
came the partisan extremes typically taken by the Industry and Labor mem- 
most bers. If one’s purpose were to show that its wartime wage stabilization 
rot it program was a rubbery and slippery affair so far as holding the line 
f the on wages was concerned, that could be persuasively done by emphasiz- 
oved ing the extent of the wage increases which its controlling policies made 
ably theoretically possible. For example, one could show that, by using all 
h as of the stretch in the wage stabilization program, it would have been 

possible during the life of the Board to double the rate of pay of some 
ot V-J workers in the lower wage groups for doing the same work—raising it, 


say, from 40 to 80 cents per hour—and still comply fully with all of 
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the rules and regulations. To make such a demonstration, it wou) 
be necessary to unravel the intricacies of a complex of wage stabilization 
policies, having to do with such exotic matters as brackets, substan. 
ards, job evaluations, rate ranges, fringes, automatic as well as meri 
progressions, reclassifications, and intra-plant inequities. Not many 
people and not all union representatives knew how to do this, whic 
of itself is a fact of great economic and social significance, but it coulj 
be done. In celebrating an anniversary of the establishment of the 
Board in song, a sophisticated staff quartet merrily offered a hint o 
how to proceed by singing, to the tune of “Yankee Doodle:” 


When your wage rates far exceed 
The Minimum of the bracket 

And substandards is no lead, 
We’ve got a better racket. 


When there is no other slant 
Under stabilization, 

Base your case on intra-plant— 
Just say reclassification. 


Incredible as it may seem, that parody, written in the War Labor 
Board idiom, was about the homely subject of how much people are to 
get paid for their labor. To grind out any such wage increase as that 
mentioned, however, it would have been necessary for the War Labor 
Board machinery to turn over at a speed to which it was quite unaccus- 
tomed. That fact alone makes such a calculation misleading as a guide 
to what the Board actually did, and so does the fact that the calculation 
is based on the fuller exploitation of wage increase possibilities than 
many had either the knowledge or power to make. Nonetheless, it is true 
theoretically that its policies permitted increases in wage rates of this 
magnitude. In addition they regularly accommodated awards such 4 
those for vacations and paid holidays which, while they did not in- 
crease wage rates, increased the compensation of those receiving them. 

Of course, getting an increase in the amount of pay for doing the 
same amount and kind of work is only one way of increasing the earn- 
ings of a worker. Other major ways are getting a promotion to a job 
carrying a higher rate of pay or working longer on the job and thus 
getting premium pay for overtime. Indeed, it is largely because of work- 
ing longer hours and on better paying jobs that during the war period 
the average weekly earnings of workers in industry increased about 
four times as much as the average rate of pay for doing the same job— 
by about 77 per cent from January 1, 1941, to April 1, 1945, 4 
opposed to 20 per cent for the same period. While higher paying jobs 
are presumably harder jobs, one bent upon showing how generously 
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the stabilization program accommodated wage increases would, no 
doubt, argue that a lot of the promotions had something in common 


| with the arrangement whereby waitresses working for government con- 


tractors in Alaska were classified and paid as journeymen carpenters 
while other workers in the steward’s department were given the finan- 
cially exalted title and pay of crane and bulldozer operators. That set 
of “promotions” showed up in the record because the federal govern- 
ment was paying the bill. Those bent upon belittling the effectiveness 


of the wage stabilization program would argue that many of the same 


general character did not show up because the War Labor Board 
lacked the facilities to uncover them, as it also lacked resources to 


© cope successfully with some cases where the provisions of the wage 


stabilization program were completely ignored. 
However, it is also possible to produce a persuasive demonstration 


) that the wage stabilization program was niggardly in granting wage 


increases—a possibility which the Labor members never left long 
ignored. If the argument is about wage rates, it is possible to cite 
cases of organized workers, with relatively high rates of pay, who in 
spite of much trying found themselves consistently barred by War 
Labor Board policy from receiving any increases in wage rates what- 
soever during the war. In 1945 they were receiving the same rates of 
pay they received in the thirties. For industrial workers in general 
the increase in the average rate of pay for doing a given amount of 
work (about 20 per cent from January, 1941, to April, 1945) lagged 
well behind the increase in the cost of living (about 30 per cent for 
the same period) during the war, thus imposing upon the workers the 
necessity of working longer or at harder jobs to protect their standard 
of living. Also, in making a demonstration of the firmness of the war- 
time wage stabilization program, it is possible to cite thousands of 
cases where, even though employers were not only willing but anxious 
to grant wage increases, their petitions to do so were denied. These 
denials of wage increases voluntarily proposed offer perhaps the most 
conclusive evidence that the wage stabilization program was no push- 
over as a matter of policy. As a matter of enforcement, the records of 
the Board indicate that the program was observed by an overwhelming 
proportion of the substantial and responsible companies which con- 
stitute the bulk of American industry with violations limited largely 
to a fringe of fly-by-night operations of relatively slight magnitude. 
While it was conventional for the Industry members to condemn the 
wage stabilization program as a sort of economic shell game in which 
employers played the suckers’ réle, most all of them were willing to 
concede, at least on condition that it would not be used against them 
in a Board argument, that wages along with prices would have gone 
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far higher but for the program. However, lest this seem to concede ty 
much, most of them would also have been quick to add that such succes 
as there was, was won much too dearly by concessions to organize) 
workers, other than those directly involving rates of pay, which serve 
to give them a stranglehold over American industry. Asked to by 
specific, they might first have mentioned various “fringe” adjustments, 
such as those granting paid vacations and holidays, but high on aj 
and first on many bills of particulars would have been “union security,” 
involving arrangements such as those calling for the maintenance oj 
union membership and the checkoff of union dues. 

As a wartime expedient, some of the Industry members initially 
looked favorably upon the idea of requiring workers holding member. 
ship in a responsible union to maintain that membership in good stand- 
ing on the pain of losing their jobs, and participated in the formulation 
of such a policy. The principal argument in favor of it was that since 
the unions, or at any rate the responsible officers of the CIO and AFL, 
had pledged themselves not to strike during the war and thus reduced 
their possible usefulness to their members, they should be helped in 
holding these members by an order requiring their members to keep 
their membership in good standing (primarily to pay their dues) on 
penalty of losing their jobs. Such an arrangement, it was emphasized, 
would not require anyone not already a member of a union to joina 
union to get or hold a job, but would simply require those already in 
the union to maintain their membership in good standing. In doing 
so, it would not only prevent anti-union employers from taking ad- 
vantage of the patriotically self-imposed weakness of unions, but it 
would also reduce jurisdictional conflicts between the unions by requir- 
ing union members to stay put unionwise. 

This latter possibility prompted me to do some pioneering in the 
development of the maintenance of membership policy in the lumber 
industry of the Pacific Northwest. There, early in the war, I served 
as the chairman of a special commission which recommended to the 
predecessor of the War Labor Board that the policy of requiring union 
members to maintain their membership be applied in the situation where 
rival unions at times seemed almost more interested in fighting each 
other for members than they did in producing lumber, badly needed 
to fight the Axis. It later became the policy of the War Labor Board 
to grant a maintenance of membership provision to a responsible union, 
regardless of whether or not there was any showing that its member- 
ship was threatened. The primary gauge of the union’s responsibility 
was its wartime strike record. 

Why the Industry side eventually turned so completely against the 
maintenance of membership arrangement is another of those questions 
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which the formal record of the Board probably will not answer satis- 
factorily. Despairing of having their position prevail, the Industry 
members reached a point where they simply voted against maintenance 
of membership and let it go at that. Unless there was some substantial 
charge that the union in question was irresponsible, the Public mem- 
bers promptly joined the Labor members in voting in favor of it. In 
employers’ petitions to the Board to eliminate maintenance of member- 
ship provisions, which continued to pour in upon it in spite of its 
established policy to approve such provisions, a fairly standard set 
of objections were recited. They bore down principally on the proposi- 
tion that the arrangement robbed both the employer and the workers 
of their freedom—that of the employer to hire people without regard 
to their affiliation with any private organization, and that of workers 


Sto get, hold and advance on a job on the same basis. 


These objections, however, were present when the maintenance of 
membership policy first found some favor with the Industry members. 
Consequently, they offer no satisfactory explanation of the shift of 
the Industry members to adamant opposition to maintenance of mem- 
bership provisions. In accounting for such opposition, which may be 
explained in some measure by changes in the composition of the 
Industry group, some of the Industry members would no doubt em- 
phasize the fact that the policy of giving unions the protection of 
maintenance of membership provisions was initially justified as a 
quid pro quo for their pledge not to strike and was entitled to no more 
binding force than that pledge which was frequently broken. Such an 
explanation, however, would not account for the fact that the Industry 
members voted against maintenance of membership provisions for 
unions with perfect records of no strikes during the war quite as con- 
sistently as they did against such provisions for unions with badly 
blemished strike records. 

In this connection it is interesting to note that after Russia entered 
the world conflict, perfect wartime no-strike records were made by a 
number of unions with so-called “left wing” leadership which previ- 
ously had not seemed to have aspirations to attain perfection in that 
line, while some of the worst records were made by unions with what 
would be regarded as conservative, old line American leadership. This 
fact unquestionably bemused the Industry members in following 
through on the maintenance of membership policy, as it may also be- 
muse anyone else who is thinking about the post-war course of labor 
relations. 

By adding up the number of man-days lost through wartime strikes 
(about 6% million during the first half of 1945), it is possible to sug- 
gest that Labor’s no strike pledge did not amount to much, What such 
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a statistic, which represents fifteen one hundredths of one per cey 
of the working time of industrial workers, more truly signifies, hoy. 
ever, is that this is a very big industrial country. It seems clear tha. 
as a matter of fact, the pledge served powerfully to retard the impuly 
of organized workers to use their striking power to “get theirs whik 
the getting was good.” 

Perhaps the best single explanation of the shift in the position of th 
Industry members to complete opposition to the provision for unig 
security is simply that they concluded, under what is obviously heavy 
and often passionate pressure from their employer constituents, tha 
they had originally made a mistake in believing that unions needed 
some special protection during wartime because of their pledge not 
to use their economic power by striking. Support for that view can 
be found in the steady growth of union membership during the war 
(from about 8% million members in 1940 to about 16 million members 
in 1945) and its expansion into many industrial units and communities 
where it never existed before. To many employers, particularly in the 
South, the idea that the employer should help the union maintain its 
membership was shocking to say the least. When it was combined with 
provision for a check-off of dues requiring the employer to collect the 
dues of union members and then turn them over to the union, which 
the War Labor Board commonly granted, it became scarcely less than 
maddening. And when, as sometimes happened, the employer was 
ordered to pay the local union officials for time devoted in working on 
grievances of union members and to give these officials special seniority 
rights to their jobs, “Well, suh!” as one of the Southern protestants 
put it, “I frankly despair of the future of this great federation oi 
states.” 

Completely to the contrary, the Labor members insisted throughout 
that the Board’s maintenance of membership policy provided too feeble 
protection against those employers who would gladly seize any opening 
for an anti-union drive, including that resulting from the weakening of 
the claims of a union on its membership by strict adherence to a war- 
time no-strike policy. Perhaps the most truly feeble aspect of the 
Board’s handling of the union security issue, however, lay in the fact 
that it did not suceed in doing anything to ease the strife of the Labor 
and Industry members over it. On the contrary, their lines of conilict 
tightened until they were absolutely rigid. In the meantime, in the no 
man’s land between them, untouched by constructive ideas or sugges 
tions, was a key problem in the field of labor relations. 


In addition to the paramount issues of pay and union security, the 
War Labor Board dealt with an almost infinite variety of other issues 
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1946] 
certified to it for settlement. The first réle assigned to it was that of 


 <cttling labor disputes which threatened to interfere with the successful 


rosecution of the war. Consequently, its job tended to become as 
broad as the range of matters about which it is possible to have a labor 
dispute, and the talent which went into developing this territory 
seemed at times positively prodigious. As already indicated, the dis- 
putes came to it in all sizes and shapes. One case certified to the Board 
had well over a hundred separate issues and quite a few cases ap- 
proached that staggering number of issues. Many others had only one 
issue involving a single worker. Perhaps the most important issues 
apart from wages and union security which regularly came to the 
Board were those involving the establishment of machinery to settle 
the grievances of employees and those involving rules to govern pro- 
motions and lay-offs. Other issues ranged down in seeming importance 


| to those involving such matters as the towel supply arrangements and 


smoking privileges in privies. 

Indeed, because of the extremely broad nature of its charter, the 
Board occasionally got mixed up, or mixed itself up, in disputes which 
it could be plausibly argued were not labor disputes at all. This was true, 
for example, in the notorious Petrillo case involving a fight over the 
payment of royalties on the making of phonograph records and tran- 
scriptions. The United States Supreme Court to the contrary notwith- 
standing, that was probably primarily a row in the field of trade and 
business practices. The Labor Board took it on, however, and ordered 
Mr. Petrillo’s American Federation of Musicians to lift its ban on the 
making of records and transcriptions which it had imposed to penalize 
companies engaged in this business which had not met its royalty de- 
mands. Although the union successfully defied the Board’s order, the 
case was by no means without consequence since it dramatically re- 
minded other labor leaders of the fascinating possibilities in the royalty 
approach to sharing the proceeds of production—possibilities which 
may be extensively and strenuously tested over the next few years. 

What will be the post-war consequences of the manifold orders the 
War Labor Board issued, particularly those prescribing working con- 
ditions which do not necessarily have the transitory character inherent 
in wage-rate regulations? With the passing of the Board, will the 
effects of these orders evaporate, or will a lot of arrangements stay in 
place although no longer supported by federal authority? As a general 
proposition the answer to that question probably depends upon whether 
or not the Board was bucking, riding along with, or getting ahead of the 
great surge in the organization and mobilization of the power of the 
wage workers which was in progress when the war started and which 
the war did not interrupt. On a question of that kind, the opinions of 
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the Board members would surely have split three ways. The Laby 
members would contend that the Board bucked the tide. The Industry 
members would no doubt say that it tried to speed it up. It would be my 
impression as a Public member that the Board moved along with th; 
tide and necessarily did so as an essential part of the process of sery ing 
its primary purpose—that of keeping war production going full blast by 
keeping the industrial peace at home. 

For example, when the war started the practice of granting vacation; 
with pay for production workers in industry was spreading rapidly, 
Through its orders, the War Labor Board extended the practice anj 
enlarged the awards until it typically ordered one week’s vacation with 
pay for workers of more than one year’s service, and two weeks’ vaca. 
tion with pay for workers with more than five years’ service. It can be 
and is argued that this was one of the dodges the Board has used to 
grant pay increases and still not seem to do so. It is unquestionably 
true that by ordering paid vacations, shift differentials, and a variety 
of other “fringe” adjustments—so called because they are on the fringe 
of direct adjustments in pay—the Board relieved somewhat the always 
tremendous pressure to increase basic wage rates. It is also true, hov- 
ever, that in so doing it was merely extending lines of improvement in 
the terms of governing the employment of American wage workers 
which it found surging forward when it was assigned its wartime réle 
It is my impression that it would have been reckless for the Board to 
chop off these lines of development abruptly and thus complicate even 
further its double-barrelled task of preventing wartime labor disputes 
and stabilizing wages. However, if there is ever to be any final verdict 
on this question—which is doubtful—it must await the acquisition of 
a perspective which only the passage of time can provide. 

So, too, must wait the final verdict on the validity of my personal 
impression that all things, and many of them strange things, considered, 
the War Labor Board carried out its assignment well. How, in the light 
of manifold cross purposes impinging upon it, the Board managed to do 
so is not a simple question. The basic answer, I believe, is that, in spite 
of all of the pulling, pushing, snorting, and pounding which enlivened 
its course, all elements of the Board were powerfully propelled by a 
deep sense of devotion to a country which even in wartime permitted 
such an untrammeled performance in handling labor disputes, instead 
of committing them to the much more tidy disposition of a dictator- 
ship. At any rate, labor disputes which would cripple war production 
were prevented and wages were kept relatively stable. These were the 
major objectives of the War Labor Board. Of course, what the price 
of success in obtaining them will be, in terms of post-war headaches 
in industrial relations, remains to be fully determined. 
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Also, only the future can tell where we shall be when the surge in 
the rising tide of labor, which plays such an important part in any 
essment of the work of the War Labor Board, has spent itself. It 
-s to me that when as a nation we put together, or allowed to be 
together, a corporate structure which gives about 200 industrial 
orations control of almost half of all the nation’s industrial assets 

nd 4 did so in a country with relatively democratic political and social 
ast ‘tutions, we inevitably touched off such a development in the field 
of labor as that which is now going forward. For all I know it may 
end up by ushering in, a little late, the century of the common man. 


\Jl | am reasonably sure of is that it will not be the century of the 
rugged individualist. 


ea 

tor- 

ion 

the 

Ice 

hes 


A RECONSIDERATION OF THE THEORY OF RENT 


By DEAN A. WorRCESTER, JR.* 


In most discussions of rent, it is customary to demonstrate how the 
remuneration due each segment of land may be determined by eithe; 
residual or marginal productivity analysis, to note how this distributes 
land to its most important uses, and to conclude that, since social costs 
do not determine the supply of land, the receivers of rents can be taxed 
in special ways which would not otherwise be justified. It is usually 
argued, implicitly or explicitly, that the existence of rent does not in- 
crease prices and that social costs, therefore, are in harmony with the 
money prices paid by consumers. 

To be sure, there is a growing group of economists who turn their 
backs on all such analysis and define rent in terms which apply equally 
well to any factor of production and which in any case include only part 
of the total payments to any productive agent. That both groups deal 
with matters of substance is hardly open to question. That the pro- 
ponents of the two groups can understand each other is less certain. 
And it is inevitable that the neophyte will find his footing precarious. 
He must distinguish among at least three general groups of theorists; 
the classical, of whom Marshall and Taussig have probably presented 
the best arguments although neither is hardly a pure Ricardian; the 
neoclassical, which in this case is no more than a shorthand expression 
for those who, with Wicksteed, Jevons, Davenport and others, agree 
with the definitions and most of the conclusions of Marshall but who 
believe that the marginal productivity approach is superior to the 
residual approach; and the Paretian, which is followed in general by 
Joan Robinson, K. E. Boulding, H. D. Henderson and others and which 
involves fundamentally different conceptions. The purpose of this paper 
is, then, (1) to trace in rough outline the steps which have led us to the 
present ambiguities, and (2) to make some positive recommendations 
designed to unify the now divergent points of view so as to increase the 
content of rent theory. 

The argument proceeds through the following stages: (a) an analysis 
of the necessity for and the steps involved in abandoning the classical 
position that rent does not affect the market price of commodities; (b) 
how this abandonment makes necessary two theories of rent, one based 
on opportunity costs and the other based on real costs; (c) the manner 


* The author is associate professor of economics in the College of Business Administration 
of the University of Georgia. 
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Bby which the conceptual relationship between the two theories can be 


pres served; (d) how the Paretian concept inserts much detail into the 
classical and neoclassical systems but seriously impairs the meaning of 
the preety ‘rent’; (e) the advocacy of the use of the term “rent” to 
indicate the full opportunity cost (or remuneration) of a unit of land, 
as defined below, when this is computed on the level of the firm; (f) the 
need for a new term if the concepts of the various groups of theorists 
are to be brought together—“factor profits” is suggested; and (g) sub- 
sidiary reasons for preferring marginal productivity theory in the 
determination of rent. 

In the following sections we shall consider, first, the manner in which 
the various viewpoints within classical and “neoclassical” theory came 
into being, and, second, the effect of the introduction of the Paretian 
concepts upon this structure. Such a recapitulation is most fruitful if 
based on Marshall’s writings’ since his entirely too clever defense 
seems to lie at the roots of most of our difficulties. In referring to 
Marshall we must raise again some of the old issues which were once 
discussed to the point of utter exhaustion and essential futility. But 
perhaps, at last, they may now reveal the basic points of view in such a 
way that, rather than end in deadlock, they can contribute to a more 
rounded theory. 

Semantics and Rent Theories 


We may begin by defining “land.” We are not interested in the 
physical characteristics of the various agents of production with which 
we are confronted. Rather, their economic aspects draw our attention. 
Thus, for purposes of this discussion, land will be thought of as that 
group of productive agents whose fitness for a particular use is not likely 
to change as a result of a change or even the elimination of the remun- 
eration of its owners. It is evident, then, that this paper is concerned 
with the analysis of a certain kind of supply condition, and not with 
the classification of productive agents. No attempt will be made to 
discover an exact line between “land” and “capital.’”* 


‘All references to Marshall will be to the eighth edition of his Principles of Economics 
London, Macmillan, 1938). 
‘Some may contest the value of such a discussion on the ground that a better theory of 
bution can be evolved using anonymous productive agents rather than four hetero- 
geneous categories named “land,” “labor,” “capital” and “entrepreneurship.” While the 
author has no objection to the generalized approach, the different supply conditions ex- 
hibited by different types of productive agents seem to justify quite different economic 
policies toward the owners of the various agents. The case of a “fixed’ supply is valuable 
as a practical and as a limiting case even if it is not the most convenient concept when 
referring to the whole field of distribution, and, more particularly, to the problem of 
exhaustion of product. No one today would attempt to force all of economic reality into 
a it types of supply conditions, but the intermediary cases will be more easily analyzed if 
the major limiting cases are understood. 
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While “land” may be defined at the outset, this procedure is qui, 
impossible for “rent.” Some of the things to which it might refer ar 
1. An entrepreneural payment to certain agents of production, 
2. Part of the entrepreneural payments made to certain agents ¢ 
production. 
3. The income received by owners of certain productive resource 
4. Part of the incomes received by owners of certain producti 
resources. 

There are some other ways in which various definitions might bx 
expressed, which would multiply the possible number of precise mean. 
ings, but this list points up the main issue at stake. Numbers 1 and} 
can both be derived from a single operational definition.’ So ca 
numbers 2 and 4. But numbers 1 and 2, 3 and 4, clearly refer to differen 
concepts, and can be only improperly labeled by the same term. Ye 
each group is accepted by large numbers of economists, who do employ 
the same term in common. Those who prefer numbers 1 and 3, 
apparently believe that the essential characteristic of “rent” is that is 
the full long-run remuneration of a certain group of productive agents 
called, collectively, “land,” while the other group believes that the 
essential characteristic of rent is that it is a surplus return. 


Inadequacy of the Classical Synthesis 


At one time the concept of rent as a surplus return was not thought 
to be incompatible with the concept of the full long-run remuneration 
of the factor “land.” Marshall apparently did not think so, although 
by his time there were a number of economists, including Mill, Jevons 
and Wicksteed, who were beginning to show some doubt. Marshall's 
case rests on the social point of view, and on that ground is correct, 
as will be pointed out later. But from the standpoint of the individual 
firm he was mistaken, and as a result of his ingenious efforts to recon- 
cile the two irreconcilables he perpetuated and gave great impetus to 
the widening divergences between the various definitions of rent. It is 
to be emphasized, however, that the English economists of that day 
were agreed as to the definition of the factor which they were discussing. 
Wicksteed, for example, went to great length to prove the identity 0! 
the values computed by the marginal and by the residual methods.’ 

*The author subscribes to the view developed in modern physics and generalized by 
the logical positivist philosophers who hold that a phenomenon is identical to the sum 


of the conditions which define it. Therefore, those conditions or operations necessary 
isolate the occurrence are its best definition. 

*See Phillip H. Wicksteed, Common Sense of Political Economy, the 1935 reprint by 
George Routledge, pp. 563-68. The first edition appeared in 1910. See also S. J. Chapman 
“The Remuneration of Employers,” Econ. Jour., Vol. XVI (1906), pp. 523-28, quote 
in G. J. Stigler, Theory of Competitive Price (New York, Macmillan, 1942). 
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Marshall admitted the validity of the marginal approach for theoretical 


[Jum 


is qui 
ie nd purposes in his ““Mathematical Appendix’”® and used it in one place in 
ction his textual materials.° 
agents of In more recent years another, the Paretian, concept of rent has 
Ui . . . 
gained prominence among English-speaking economists, including H. 
eSources D. Henderson, Joan Robinson, Kenneth Boulding, Robert Triffin and 
oductiy Albert Meyers. Although they use the term “rent,” the result of the 
operations which they prescribe to isolate it is completely different from 
night be the results of the operations outlined by the classical or the marginal 
© mean productivity theorists. Rather than the normal return to a certain group 
1 and} of agents of production, rent is defined as being the return to any agent 
oy on of production greater than that required to keep it in its present employ- 
ifferens ment. It is a return over and above (or in the case of negative “rent,” 
'm. Yet *See Marshall, op. cit., especially pp. 848 and 851. 
employ * Tbid., p. 535. 
and : It may be helpful to sketch briefly Marshall’s usual position. Typically, he thought of 
land as fixed in total supply, at least in old countries. When he turned to a consideration 
that is of an individual producer, he apparently decided that it was most realistic to assume that 
agents the land used by a single business man was also fixed, this time in the sense that it came 
at the in definite parcels of considerable size. He could then properly compute rent as a residual, 
- with certain qualifications, after having determined the returns of such factors as might 
he variable by marginal productivity analysis. Each parcel of land would be allocated to its 
most important use in the long run as a result of the following process. 
In the long run, or normal period, the entrepreneur would compare the productivity 
each factor of production with the others with the sole exception of land. If it has been 
ought profitable to apply these factors intensively to land, a surplus return beyond the cost of 
ration the v ar le factors would result from the sale of the product, and this would give the 
housh firm the ability to pay rent. But other firms, and firms in other industries, might also be 
; en able to earn a surplus on any given piece of land. Competition would then take place 
Evons for the whole unit of land resulting in its appropriation by the firm which could earn the 
hall’s greatest surplus with the particular parcel of land. Since the equilibrium rent is equal to 
rrect the largest surplus, this would serve to allocate the various parcels of land to the same 
cj ® uses that a marginal approach would, assuming only that the land units were small enough 
idual HB so that all of each unit would be fully used by the successful bidder. This is a corollary 
aCOn- of the demonstration that the computation of rent for any firm will yield the same result 
1s to whether the residual or marginal productivity approach is used. Thus Marshall succeeds 
i s in allocating land without having it enter into the marginal elements of a firm’s costs. 
It is Jevons, Wicksteed, Davenport, and many others have argued against the Marshallian 
day = concept, holding that rent should not be measured as a surplus since it is unnecessary to 
sing do so, and it adds nothing to the explanation. Moreover, it makes the theory unnecessarily 
‘ xf omplex by putting rent on a basis different than other expenses and adds to the number 
y ol of relatively unmanageable “surplus” returns. These theorists further believe that land is 
rds. livisible and therefore may be properly regarded as a variable unit so far as each individual 
is concerned. Furthermore, they think that it ought so be regarded because of the smooth 
d by 5 Way in which it would then fit in the larger framework of economic theory. Marshall 
sum acknowledges the final point and condones it for this purpose, but not for general discus- 
y to » ‘ions. The dispute, then, was almost exclusively about the implications of the method and 


) ot the definition of the result. In either case, rent was defined as equal to the full normal 
| by return to land, a return which is equal to the maximum amount which it, with the co- 
man . peration of other agents, can add to the national income. The relative merit of these two 
approaches will be appraised in the final section of this paper. It is sufficient now to 
establish the identity of the definitions. 
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less than) the normal return to an agent, and is clearly a “surplyy 
return. 

The manner in which the two major present-day definitions hay 
grown apart can, perhaps, be best elucidated by reference to th 
ancient controversy within classical and neoclassical theory: Does o 
does not “rent enter into the costs of production” of commodities? Th 
views expressed by Marshall postulated a harmony between market. 
or opportunity, costs and real costs. In taking this position Marshal 
seemed to maintain that rent did not “enter costs,’’ and—by excluding 
it from the marginal costs of producers even in the long run—appzr. 
ently based his conclusion on the Ricardian argument that the last units 
produced came from inputs of “labor” (and capital) on either the 
intensive or the extensive margins where the returns were just high 
enough to pay the “labor” (and capital) costs, leaving nothing for rent, 
He was, therefore, able to maintain the hypothesized harmony between 
social and private cost. While his basic argument is based directly o 
real costs rather than this argument, it, nevertheless, merits examina- 
tion, since it has fathered the growth of contradictory definitions of rent, 

An examination of Marshall’s arguments will reveal that his own logic 
fails to support the supposed harmony in some cases, and that in the 
other cases he preserves his position only by his often undetected switch 
to considerations based on real costs. 

Because of this it is not entirely clear that Marshall meant to imply 
that rents may not affect the long-run prices of goods, as distinct from 
their costs. For example, he says: “A rise of ground values may be an 
indication of a scarcity of space that will tend to raise traders’ prices”;’ 
and again: “A rise in rent does serve as a medium through which the 
growing scarcity of land available for hops and other produce obtrudes 
itself upon his notice.” In this case, however, he concludes by saying 
that: “But it is worse than inexpedient to say that the rent of the land 
does enter into their [the hops’] price: that is false.’”® 

To say that it does not enter price, as distinguished from (real) cost, 
however, is not consistent with his later statement that “land shares 
the influences of the laws of demand and of substitution . . . because 
the existing stock of it, like the existing stock of capital or of labor of 
any kind, tends to be shifted from one use to another till nothing could 
be gained for production by any other shifting. And . . . the income 
from a factory . . . is governed in the same way as is the income from 
land. In each case the income tends to equal the value of the marginal 


[bid., p. 452. 
Ibid., pp. 436-37. 
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Surplus’ net product of the agent... .”” This is a clear statement of marginal 
theory in the short run and would make land rent as price-determining 
MS haye from the point of view of the individual producer as any other variable, 
> tO the for certainly land which is variable in the short run will be variable in 
Does or the long run. 

es? The In whatever manner Marshall may have intended these statements, 
market, BB ;; is clear even on Ricardian premises that land rents do affect price in 
Marshall HR she case of those industries where the least efficient producers of a com- 
xCluding modity must pay rent due to the competition of firms producing other 
—appar- products such as the “traders” referred to in footnote 7. In that case 
St units He the pressure of others who desired to use the land eliminated all but 
her the the strongest traders who, to keep their places, had to pay the higher 
ist high rent. This was possible because of the failure of the weaker traders, 
‘or rent, Me whose withdrawal affected a reduction of supply of certain commodities 
Detween HEF resulting in higher prices. It might be said that, as the price of land 
ctly on HRP increased, the industry was forced to let some land go until the “mar- 
camina- [RP vinal productivity” of the land was as high as its rent. 

of rent. J Another example in which all fixed elements are of positive value may 
vn logic HP® be found in Marshall’s discussion of meteoric stones where he identifies 
| in the HY the case where the stones “cannot be worn out or destroyed, and no 
| switch JB) more can be found’® with the rent of the land. He then says that they 


| will be distributed by the price system to their most important uses and 
> imply that the price paid for them will indicate the value of their services at 
“t from J their margins of application. The implication is clear that there are no 


y bean J marginal or no-rent stones and that the stones must be had if the pro- 
ices”;’ HR duct is to be produced. Thus the price paid is a price that the individual 
ich the B® firm must pay if it is to continue to have the use of the stones, and is, 
trudes JF therefore, a payment that must be made from the sale of the product 
saying J) produced with the aid of the stones if the “rent” is to be effective in 
¢ land FFP allocating the stones to their most important uses. But Marshall does 
| not draw this conclusion. Instead he turns to the point that it does not 
) cost, JR) matter who receives the rents so far as the productivity of the stones 
shares 4 now or ever is concerned. In other words, he turns at once from the 
ecause HF individual to the social point of view and to matters of tax policy, both 
bor of ' of which are related to real rather than opportunity costs. We shall 
could BY come back to this shift in a moment, but first it may be well to inquire 
ncome into the prevalence of the situation where the least efficient long-run 
> from producer must pay rent. At the moment we must note that, however 
rginal § correct his analysis of tax policy may be, it in no way disproves the pos- 
» sibility of commodity prices which are affected by the payment of rent. 


lbid., p. 418, 
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Mill apparently decided that rent typically raised the price of many. 
factured, though not of agricultural, products.** The present author has 
difficulty i in conceiving of any industry which does not find rent affecting 
the price charged by the “marginal,” and hence all, firms. Certainly ali 
retailing is carried on in areas where the worst usable locations are 
“superior” sites for hotels, apartments, or residences. Moreover, land 
to be put to any urban use must yield as much as the agricultural ys 
that might be made of it, and this is almost certain to be positive near a 
city. Likewise “marginal” dairy land is likely to be superior for fatten- 
ing animals, and land “marginal” for this purpose “superior” for grow. 
ing certain grains or fibers, and this land is probably superior for 
stock-raising, and so on. Some sheep are raised on the public domain, 
and with them we may find a product which is raised in part on no-rent 
land and which, therefore, need cover only labor and capital costs to 
retain its marginal suppliers in the long run. But even in this case we 
discover that the sheep are shorn and wintered in the lowlands where 
the land has alternative uses.” 

In the case illustrated above, where—due to a scarcity of land suit- 
able for certain uses—all competing producers must pay rent, an 
element heretofore passed over in this paper has been made explicit 
So long as all producers had the practical alternative of using no-rent 
land, rent might properly be thought of as not belonging in the group o/ 
opportunity costs “entering into” the price of commodities. The full 
rent was then a “surplus” both from the viewpoint of price-determina- 
tion and that of real costs of production, although its payment was 
unnecessary to secure the proper allocation of land. Now it seems clear 
that part of the return to land usually affects price; namely, that part 
equal to the average cost of land to the marginal producer of any pein 
product. 

Marshall apparently never quite understood the problem in this 
manner and when he tried to answer Jevons on this point Marshall 
shifted his ground so as to make the parcel of land under discussion 
much more profitable in one use than in another so that there was no 
“simple numerical relation between the surplus, or rent, which the land 
would yield under oats and the marginal costs which the prices of hops 
must cover.’* He then seems to assume that some of the units of the 


"J. S. Mill, Principles of Political Economy, Ashley ed. (London, Longmans Green 
1909), p. 468. 
‘* Among others, Gustav Cassel has made a good deal of this point in his The Theory 
of Social Economy, translated by S. L. Barron (New York, Harcourt Brace, 1939), PP 
287-88. 


*® Marshall, op. cit., pp. 436-37. 
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product yielding the highest rent on this particular parcel of land 
is grown on a no-rent margin.** 
[hus Marshall seems to contend that the price of a product will rise 
if the producers cannot pay rents high enough to retain certain lands 
jue to the application of their labor and capital to less productive soils. 
In this way, although prices rise, no rent is included in the cost of the 
marginal units raised. Land, therefore, need not even be a supple- 
mentary cost since in the long run a firm may move to no-rent land. But 
this argument of Marshall’s misses the mark. It is not enough to say 
that price is increased because the factors are forced to work poorer 
land. This may be true, but in the case under discussion it is also pre- 
sumed that producers of many products will find that the least produc- 
tive technically available land is scarce and commands a rental. In that 
-ase the producer does not have the alternative of moving to no-rent 
land, but only to this land which is worth a certain minimum rental. And 
this much, at least, must now be counted among the supplementary 
costs and must be covered in the long run. By a simple extension of this 
argument all payments necessary to keep certain parcels of land in a 
given industry will become supplementary costs and this will raise the 
normal price of most. goods to a level higher than that which would 
prevail if land were free.*® 

“See F. S. Oglivie, “Marshall on Rent,” Econ. Jour., Vol. 40 (1930), p. 1-24. This is 
the interpretation given by Professor Oglivie to this passage. He seems to hold the 
that since Marshall went on to say “. . . if for the purposes of a particular argument 
ike together the whole expenses of the production on that [rent-bearing] land, and 
vide these among the whole of the commodity produced; then the rent which we ought 

unt in is... that which it . . . [pays] when used for producing . . . [wheat].” P. 
Marshall admitted the crux of the arguments, against his position. But Marshall 
never denied the existence of rent, nor that firms on economically scarce land must pay 
t. What he did say was that rent does not enter the calculations of the producer because 
producer thinks of land as being fixed. This statement is in line with this view and 
ls nothing to the marginal productivity analysis. See also M. T. Holland, “Marshall on 


\ Reply,” Econ. Jour., Vol. 40 (1930), p. 36, for a still different defense of 
hall’s position. See also G. J. Stigler, Production and Distribution Theories (New 


lacmillan, 1940), p. 94. The interpretation given here, although based on quality 
! the product, yields a conclusion similar to ours. 


\ 


me may argue that this presentation ignores the basic consideration. It has been 
y taught that the main issue is a matter of what is cause and what is effect, and 

it at least under conditions of increasing short-run average cost, prices must rise or fall 
frst and rents then adjust themselves. This is logical enough when attention is paid to a 
le industry in which competing firms operate. But if as a result of a rise in the price 
ps the rents on hop-lands rise, diverting land suitable for growing either hops or 
eat to hop production, what will be the effect on wheat prices? Clearly, the acreage 
vheat will be reduced, the supply of wheat will be shorter and prices higher in that 
tder. The “final” cause of higher wheat prices, while not apparent, lies in the factors that 
raised the price of hops, but the immediate cause was a rise in the rent of wheat land 
h resulted in a reduction of supply, hence higher wheat prices. If the validity of this 
idmitted, then it becomes apparent that generalizations as to “price-determining” vs. 
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It seems inevitable, then, that rents, or at least part of them, q) 
“enter” opportunity costs and do usually result in higher equilibriy, 
prices. This does not make rent a social cost, however, and it therefor: 
destroys the harmony between social and private costs so earnestly 
sought by Marshall. 

We cannot pretend, as Smith, Ricardo and Marshall would have y; 
that all of “price-determining” cost must be accounted for by labor, pas, 
and present. It may be “wicked,” as Edgeworth puts it, to come to this 
conclusion, but it is unavoidable.*® 


Two Theories of Rent are Required 


It is proper to turn to real cost analysis, as Marshall does, in order to 
escape these conclusions if one is dealing with justice in taxation and 
similar problems. But in doing so one definitely leaves opportunity costs 
behind. The real cost concept is not a harmonious section of a single 
theory of rent which may be used to analyze social matters, but involves 
a separate theory based on real costs. Money costs, based on oppor- 
tunity costs, yield a grossly distorted image of real costs. 

To say this is in no way to detract from the value of the analysis o/ 
real, or social, costs. The “costs” which especially concerned Marshal! 
are not the opportunity costs of the producers which we have been 
discussing, but are, rather, “the exertions of all the different kinds oi 
labor that are directly or indirectly involved in making it; together with 
the abstinences or rather the waitings required for saving the capital 
used in making it: all these efforts and sacrifices together will be called 
the real cost of production, or, for shortness, its expenses of produc- 
tion... .” 

Cost, then, is regarded by Marshall as being the sum of the efforts and 


effect, as such arguments assume, but mutual determination. 

It is, of course, apparent that under competitive conditions, the price of the product wil 
still be equal to the cost of the last dose of labor-capital. What this argument does say 
is that, if land is still treated as a fixed factor, it must earn a “surplus” of a certain size 
if the firm is to stay in the industry. This is a queer kind of “surplus,” and its magnitude 
may be found just as easily (if land be thought of as a variable) by finding the quantity 
land the cost of whose marginal dose is also equal to the price of the product under 
competitive conditions. 


** Quoted in Oglivie, op. cit., as appearing in Edgeworth’s Memorials, p. 436. 


“With such a definition of cost it is clear that Marshall’s rigid insistence upon the dis 
tinction between rents and quasi-rents is quite proper. Quasi-rents involve real costs and 
rents do not. The supply conditions in the long run are crucial and similarity in demand 
factors or short-run divisibility will not alter the basic distinction. On the other hand, it 
true that the supply of land can usually be reduced by literal or figurative “mining.” The 
total return to land is typically a gross, not a net, return, and unless the proper deductions 
are made, the net rent may be overstated. If this occurs and more than the net returns 


sacrifices necessary for production.*’ Money cost is that payment neces- 
price-determined” factor-payments are not possible. The problem is not one of caus¢ 
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y to secure the existence of adequate supplies of all qualities of the 
; factors of production. But land is defined as being the gift of 
ind, in its basic characteristic, indestructible, although it may be 
ely “mined” in its subsidiary aspects.”* 

e author believes that the Marshallian analysis of real cost is 
y correct, and since he entertains a similar opinion about the 
lity of price theory based upon opportunity cost, it is desirable that 

- precise connection between the two be established. 


The Relationship between the Two Theories 


\ connection between Marshall’s “money cost of production,” i.e., 


money payments associated with real costs, and the total money cost 
oduction may be preserved by a special use of the fixed factor 


ilysis.’® If we classify all real costs as variables but treat all non-real 


portunity costs as fixed, the “expenses of production, 


as defined 
are equal to the average variable costs and the quantity indicated 
» distance between this curve and the average cost curve at any 

t will measure the gap between real and money costs as expressed 

lollars. A major point of this paper is that such a gap is to be 

cted in the case of marginal as well as other firms.” 

his comment in no way invalidates the choice of the function which 


inimizes social cost as described by Ellis and Fellner, but it does sug- 


] 


+ 


t that price on the curve “excluding rent” does in fact only partially 
lude it except in the special case presented by them. The non-real 


agents of production are scarce and productive. They, too, must be 
ated to their most important uses and the basic consideration is 


t efficient use be made of all of the scarce productive factors taken 


1 or withdrawn from the enterprise, a wasteful use of land will result which will 
lowering the quality of the land. 
characteristic is conceded to be its extension. The fact that “land can be 
iply means that the user was not content with the net return, but took as income 
the “asset value” in addition. Such practices are discussed under the heading of 
nd are closely connected to the theory of interest. 
point was suggested by a consideration of the analysis made by H. S. Ellis and 
im J. Fellner in the article, “External Economies and Diseconomies,” Am. Econ. 
Vol. XXXTII, No. 3 (Sept., 1943), pp. 493-511. The author believes that the geom- 
ised is based upon the implicit assumption that members of the industry have access 
nt land because it shows a common origin for curves which show, on one hand, 
t including rent, 6, and average cost excluding rent, 8, on the other (pp. 498- 
is is proper if land is regarded as variable or if land is regarded as fixed in quantity, 
t least a small part of the total output is produced on no-rent land. The latter of these 
tives seems most proper here since the curves are relevant to a discussion of diminish- 
ns, apparently diminishing returns to land. 


his would have been clear from the diagrams of Ellis and Fellner, if, as the author 
es proper, their B curve had at all points been greater, though by a diminishing 
t, than the 8 curve. 


+ 
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together. Since in this case only real costs are placed with marginal 
costs, any excess of marginal revenue over marginal cost represents 
net social gain. Under equilibrium conditions the output indicated by 
this analysis is the same as if all factors were variable, as indicate; 
above.*’ And these, in turn, are identical to that indicated by Ellis ang 
Fellner. 

Something more than the real costs are relevant in pricing, and socia! 
cost must recognize the loss which would result from an under-utiliza. 
tion of land. On the other hand, the payments made to the owners of 
fixed factors can be diverted to other uses without direct effect on pro- 
duction. Thus, the real cost is lower than the most desirable price from 
the social point of view. Social costs, as defined by Ellis and Fellner, 
cannot be identified with real costs except in the limiting case of indus- 
tries which have access to technically useful no-rent land. 


Paretian Rent and Classical Theory 


We have seen how the attempted synthesis of business expenses and 
real costs led to certain difficulties in classical theory. We must now 
turn to another trouble spot in the analysis of rent. 

Is rent the normal payment to land, including both surplus and cost 
elements, or is it just that part of the total payment comprising the 
surplus element?** Marshall’s objection to the latter alternative seemed 
to be based on the contention that “there is no simple and numerical 
relation” between the surpluses raised by one product as compared to 
those raised by another. The Paretian conception provided an apparent 

Pareto defines rent as equal to the difference between the two “sur- 
pluses.”” Thus there would be included in the total payment to land, as 
we have defined it, an opportunity cost (which affected prices and bore 
a “simple and numerical relationship” between the costs of two unlike 
products that could use the same land) plus a surplus, i.e., a “rent’ 
(which did not affect prices). This analysis has won over several in- 
fluential English-speaking economists** who have sometimes termed the 
opportunity cost of land “transfer cost,” to replace “rent” and quasi- 
rent as the principal return to fixed agents of production. “Rent,” as 


** See note 4 above. 

* The third alternative, that it be designated as the opportunity cost element alone, wil 
be discussed and advocated presently. It cannot be given a separate place at this point 
however, since it is not a standard conception. 

*Vilifredo Pareto, Cours d’Economie Politique, Librairie de l’'Universitie (Lausanne 
1897), Vol. Il, paragraphs 745-755 and related passages. Similar views are expressed in bis 
later Manual d’Economie Politique in the section on rent. For a good treatment in Englis) 
in a related vein, see Joan Robinson, The Economics of Imperfect Competition (London, 
Macmillan, 1934), chap. 8. 

* See above, p. 261. 
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defined by this group, is a true surplus but one that may disappear 
in the long run, and which will in no case affect the allocation of re- 
sources. 

But the Paretian answer goes much further than this in its implica- 
tions. If analysis is undertaken at the level of the individual firms, the 
importance of these implications is not so apparent, especially if the 
standard assumptions in regard to competition are made. The differences 
would seem to center about the assumptions regarding alternative uses 
and terminology. If all units of the particular agent employed by a firm 
have the same alternative employments and if the difference in produc- 
tivity between the best and the next best uses is infinitesimal, the 
Paretian rents disappear, leaving nothing but “transfer costs’ which, 
as Wicksteed pointed out, are equal to Marshallian rents. Since many 
very similar firms were thought to make up an “industry” in Marshal- 
lian economics, the various agents would have very good alternatives 
within the industry, and since the productive agents were thought of as 
being homogeneous, all would have the same opportunity costs. In this 
case, incidentally, if all firms were exactly alike all of rent would “enter 
into” price. 

But even within the framework of Marshallian economics conceptual 
changes would be required. Paretian rents might be zero from the stand- 
point of all the firms, for horizontal supply curves for the factors offered 
to a firm seem logical. Not so for a whole industry. The supply curve of 
factors for an industry usually has positive slope, making the payments 
to factors with the poorer alternatives greater than that required, 7.e., 
than opportunity costs, thus introducing a finite “rent” element into a 
situation where an analysis of the firms had revealed only infinitely 
small “rents.” Moreover, from the social point of view, rents are higher 
still, since few agents can insist on much more than subsistence, which, 
in the case of land, is zero. 

All this may be fine in so far as it introduces greater flexibility into 
the theoretical economic system, but it leaves rent theory in a nebulous 
state, with the payment of rent related to different functions by different 
authorities and varying drastically in magnitude according to the level 
of analysis used if one of the groups of experts is followed. The fact is 
that very different concepts are defined by the prescription of the 
various authors. We will discover that ideas of the various authors can 
be profitably synthesized. To do so, however, we must adopt a termi- 
nology as flexible and exact as the prescriptions. Let us turn to this task. 


Rent Best Defined as the Opportunity Cost of Land 


In the following sections we will be primarily concerned with rent as 
analyzed at the level of the firm rather than that of the industry. Further 
analysis of real costs may be left to the standard treatments. Space for- 
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bids expansion into the various levels intermediate to the firm ang 
society as a whole at which “rent” might be determined, although such 
extension is not difficult. The author feels that the term “rent” should be 
applied to only one level, and suggests following Stigler’s lead in the 
choice of terminology of the intermediary levels.** “Rent” may perhap; 
be most properly applied to the remuneration of a certain type of pro. 
ductive agent as the remuneration appears to the owner of the agent, 
This will usually depend on the opportunities available among firms, not 
industries. 

Preference for the use of the term “rent” to refer to the opportunity 
cost of land may now be stated. This definition is in strict accord with 
the usage of neither of the groups of economists discussed above. But 
in no case would disruptive changes be involved. The “orthodox” econo- 
mists who have thought of rent as the full payment to owners of land 
frequently make the assumption of homogeneity which eliminated that 
part of the payments which are of a non-opportunity cost character. 
Such economists would merely have to adopt Wicksteed’s position. The 
other group could do their part in standardizing terminology by sub- 
stituting the word “rent” where they now use “transfer cost” and 
adopting some new name for the group of “economic rents” which they 
have analyzed and which deserve a definite position in economic theory. 
Such a name is suggested in the following pages. 

The choice of opportunity cost as a basis for the definition rests on 
several considerations. In the first place, it seems most in accord with 
common usage. To most people rent is still connected primarily with 
the use of durable agents rather than with surplus returns. It has come 
to be associated with surplus returns by professional economists largely 
as a result of several special arguments which can now be seen to be 
resting on special grounds. While there is little enough agreement of this 
matter of terminology within the ranks of economists, the proposed 
definition would probably minimize the total adjustment required to 
bring precision into our terminology, whether or not it were brought 
into accord with common usage. 

Another reason for this choice is that no new name for the opportu- 
nity cost of land has been accepted. Some might say that “transfer cost’ 
is such a name, but the author cannot recall seeing any listing of the 
functional shares of income that read “wages, interest, transfer cost, 
rent and profits.” 

A final reason is that the use to which the word “rent” is now being 
put by those who do not use it in connection with the normal returns to 
land seems misleading in important ways. As they use it, it is neither 4 


* See below, footnote 34. 


WORCESTER: RECONSIDERATION OF RENT THEORY 271 


real cost nor opportunity cost. Since many economists still think of 
rent” as a major branch of distribution theory, this sort of definition 
‘ends to confuse the issues. Moreover, the fact that such rents tend to 
disappear in the long run makes it particularly incomprehensible to 
students and laymen. Yet if the payment to the various agents of pro- 
juction greater than that required to keep them in their present uses is 
not to be called “rent,” what is it to be called? 


True Surplus Returns to Productive Agents: Factor Profits 


Paretian rents are not opportunity costs since they are defined as 
being the payment over and above opportunity costs. Neither are they 
real costs since they are payments which any agent may receive whether 

r not its supply, as suited to a particular use, would cease to exist if 
their owners were not paid. There is only one major share of functional 
income which is commonly thought of as having neither an opportunity 

st nor a real cost character; that is pure profit. Let us then compare 
these surplus returns to profit.”® 

In the Wealth of Nations, profit was not clearly distinguished from 
interest. This practice, while modified by later English economists, was 
not changed sufficiently by them to exclude all non-cost returns until 
ifter Marshall’s day, and some noted economists still regard entre- 
preneural returns as being composed, in part at least, of opportunity 
ind/or real cost elements.** 

These economists, of whom Hawtrey and Taussig are representative, 
seem to find repugnant the idea that a single man can be at one and the 
same time a salaried manager, and a receiver of purely residual profits. 
[t is, of course, true that some business men earn much more year after 
year than others, and it may be tempting to speak of the greater earning 
of some as a “rent of ability,” as Hawtrey suggests. In doing so, how- 
ever, he not only uses the word “rent” in the sense of payment greater 
than the opportunity cost of the entrepreneur, #.e., in exactly the sense 
which is inappropriate and incompatible with the usage advocated here, 
but he also seems to be saying in another way that entrepreneurs are 


paid according to their productivity. Any implication that they are fixed 


*Most of the characteristics of “profit” referred to below are suggested in the chapter 
its which appeared in the book by Robert Triffin, Monopolistic Competition and 
| Equilibrium Theory (Cambridge, Harvard Univ. Press, 1941), pp. 158 f. 
“ Marshall, op. cit., p. 624n. It may be noted that if the manager is paid according to 
bil id if insurable risks are also included in costs, the “excluded 4/5 of what are 
linarily classed as profits in England” becomes 5/5. 
ee also H. G. Hawtrey, “Competition from Newcomers,” Economica, Vol. X, No. 39 
\ug., 1943), pp. 219 ff. It goes without saying that in this paper we have adopted 
at orthodox economists all over the world are teaching their students,” rather than 
view which he advocates in his article. 
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factors and receive a residual return will not affect this observation” 

We take, therefore, as our definition of profits that share of income 
left over from sales after all costs have been paid including the oppor. 
tunity costs of management, insurable risks, and payments to bond- 
holders and stockholders sufficient to maintain the investment at its 
current level. It seems clear that profits are as likely to be negative as 
positive for any firm in a “normal” year, and that in the long run for 
the economy as a whole profits will be zero, although there will be very 
wide fluctuations about this level and some firms may show profits for 
very long periods of time. 

There seem to be several points of similarity between the surplus 
return of pure profits and the surplus return to certain agents of pro- 
duction. In the first place, neither return need be paid by a firm in order 
to retain the services of the agents who receive the “surplus” payments. 
This is true for each individual firm as well as for society, a point which 
distinguishes this type of return from what we have defined as “rent.” 
Rent (the opportunity cost of land) must be paid by the firms in order 
to secure the agent for the firm’s use. Profits and the surplus returns to 
some units of specific agents are also alike in that neither the specific 
agents nor the profit-takers need be fixed in quantity or location in the 
ordinary sense of the word. They simply will not change their employ- 
ment if their returns are reduced even if they could so long as they are 
not reduced below their opportunity costs. Thus taxes that fall on either 
profits or surpluses of this nature will affect neither output nor price 
directly whether or not the taxes are uniform, #.e., reach the surpluses 
of all competing agents or firms on the same basis.” 

This last statement must be qualified. If pure profits are taxed, unlike 
the surplus returns mentioned above, it is probable that people will be 
less willing to become “profit-takers” since losses are likely to outweigh 
profits-minus-taxes. But this is a consideration that depends upon the 
nature of the supply of entrepreneurs’ and, in any case, does not bear 
upon the problem of output and price where the entrepreneur can be 
called a fixed factor in the ordinary meaning of the term.** 

* See page 260 above. Parenthetically, it may be added that the conception of opportunity 
cost seems unnecessarily restricted as it is used by Hawtrey. He apparently regards all 
opportunity past after the stripling youth has made his choice of profession, since his 
“opportunity” is what he might have expected to make in another profession. But the 
ordinary meaning of the term as used in America implies, on the contrary, a relatively 


short-run situation which would not exclude the entrepreneur, currently employing him- 
self, from the alternative of becoming the manager of another firm in the same industry. 


* The use to which the tax funds are put may, of course, affect the output and price. 


* Such nice calculations would probably not affect the supply of entrepreneurs if their 
supply depends, as some maintain, upon the “sweepstakes urge” where mindful of a 
better-than-even chance of loss, this chance is taken to make possible a very rich gain. 


"To avoid confusion in matters of tax policy it may be well to contrast these surpluses 


| 
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~ 9? 


Another point of similarity between “surplus rents” and entrepre- 
neural profits is suggested by Triffin who remarks that, “[A promoter’s ] 
ourpose may be sheer exploitation of the bondholders and the stock- 
holders . . . he may innovate by creating . . . profit-opportunities for 

nself, rather than for the corporation. . . .”** In this, too, the position 
of the profits-taker is similar to that of owners of other factors of pro- 
duction who receive returns greater than their opportunity costs. Bank- 
rs when lending their funds, workers when bargaining for their 
contracts, suppliers of materials and buyers of the finished product are 
all, in theory, working for their own, not primarily for their firms’ wel- 
fare—a fact that may explain the predatory actions which all groups in 
business occasionally display. 

If one whole group of productive agents is successful in gaining 
special returns, their special returns will affect output and price if the 
marginal cost curves are affected, and their returns, although “surplus” 
from the social point of view, reduce output and increase prices resulting 
in a monopoly profit which is appropriated by the privileged group. 
This eventuality is possible only if the industry or firm is monopolistic. 
In this case a tax on such a surplus will improve matters by transferring 
part of the fruits of the exploitative gain to the government, which is 
presumed to act in the general welfare. Again this type of analysis is 


the opportunity cost of land. A uniform tax that takes the same percentage of 
the rent regardless of the purpose for which the land is used will affect neither the prices 
r the outputs of the various goods produced with the aid of land. This conclusion 
nly in the case that the tax does not change the relative position or at least 
jinal relationship of each agent; i.e., is in some sense of the word “uniform.” But 
s true of any factor of production, e.g., a uniform income tax (or a properly con- 
ted progressive one) will leave all receivers of income in the same relative position 
ere, at least, they can not shift so as to increase their money incomes after taxation. 
It is to be noted, however, that unlike other factors, collateral effects on the physical 
f land or the extent of the use of land are avoided, since land has no real cost, 
the exception of the case elaborated by K. E. Boulding (‘Incidence of a Profits 
lax,” Am. Econ, Rev., Vol. XXXIV, No. 3 [Sept., 1944], pp. 567-72), where the owners 
t try to squeeze all of the rent out of their holdings. (In general, I believe that his 
lusions are stronger when applied to Paretian rents, rather than profits, since one 
not count on the existence of positive profits, and it is generally conceded that business 
1 will work pretty hard to avoid losses.) 
\s in the case of other factors, a tax on land which is devoted only to certain uses, if 
mpinging on opportunity costs, will result in a changed use of some of the agents. The 
lusions reached in regard to the surplus returns, and profits, in contrast, have applica- 
1 whether or not the tax is “uniform.” Any tax smaller than the surplus will fail to 
t in the movement of an agent of production even if only scattered and random 
5 are taxed and all others escape entirely. This follows since the current employment 
mains the only one where returns greater than the opportunity returns are available. 
We can hardly afford to use the word “rent” indiscriminately in matters of tax policy 
vhen the two commonly accepted payments defined as “rent” yield such different results 
en taxed. 


* Triffin, op. cit., pp. 185-86. 
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identical to that typically used in discussing monopolistic “profits” 
rather than “surplus” elements in factor costs, but it appears to be 
appropriate. 

This leads us directly to the consideration of a final point of similarity 
between pure profits and these surplus returns. From one point of view 
the surplus accruing to the individual agent és a profit. In a free econ. 
omy each agent is responsible for finding its own employment and may 
be thought of as a little firm selling a productive service.** Any failure 
to follow market conditions may result in a loss (i.e., receipts less than 
opportunity cost in the sense of next highest marginal value product) 
and any advantage taken of a fortuitous situation will result in profit 
(7.e., receipts greater than opportunity costs). If “profits” or “losses” 
become regular and lose their apparent “unusualness,” the factor may 
impute the gain or loss to itself, thus raising or lowering its estimate of 
what it is worth in accordance with what it is paid, just as the entre- 
preneur of a firm will so revalue his fixed stocks. In using this term 
“fixed stocks,” the true fixity of the “stock in trade” of the individual 
person is emphasized. This fixity, involving as it does a non-marginal, 
non-real cost situation, again underlines the parallel between the situ- 
ation of the individual and the entrepreneur. Indeed, the latter is in the 
more favorable position today in that he can escape some of the risks 
involved in his actions through the application of various devices of 
business organization. 

It is true that the difference between the scale of operations of the 
entrepreneur of a firm and the “entrepreneur” disposing of his personal 
services is so great as to amount to a difference of kind. This difference 
is perhaps great enough to justify a different term for these surpluses 
which may accrue to any factor. Perhaps the term “non-cost outlay” 
advanced by Stigler** will be found to be the most suitable. Another 
possibility is “factor profits” as distinguished from “entrepreneural 
profits.” Either of these terms would give the proper impression—-that 
they are payments greater than opportunity costs to any factor of pro- 
duction—and their use would also avoid confusing surplus returns with 
the return to land. 

Of the two terms, “factor profits” may prove to be the more suitable 
since Stigler’s “‘non-cost outlay” is closely tied up to the industry con- 
cept. Throughout the last two sections of this paper, opportunity costs 
have been defined in term of alternative “jobs” which a given agent is 


* Wicksteed, op. cit., pp. 360-70, must have had something of the same thing in mind 
when he said that undertakers might be dispensed with and in their stead have the owners 
of the various productive resources spontaneously combine them, each waiting for his 
remuneration until the product due his agent had been sold. 


“ Theory of Competitive Price, pp. 105 f. 
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le to secure. Thus a movie star whose next best industry is selling 
ines not show a “factor profit” embracing the difference between his 
esent salary and his possible earnings as, say, a brush peddler, but 
the difference between what he earns and what a rival studio is 
ed to offer. Thus “non-cost outlay,” as Stigler defines it, belongs 
properly to the middle ground which we decided to eschew (see 


page 269). 
“Factor profits” refer to the everyday level where the great majority 
lecisions are made which involve the allocation of resources. As such, 
the most important level on which returns necessary to retain re- 
uurces in their present use can be discussed. The industry concept is 
not very useful here since job-opportunities cut across industry lines 

ery freely. 


Land is Preferably Treated as a Variable Factor 


In the earlier discussions of this paper it seemed desirable to empha- 
ize the identity of the results isolated using the concept of “fixed 
factors” and those isolated using marginal productivity analysis. Now 
that this need is past it is proper to point out the reasons why the author 
prefers to use the marginal productivity approach. 

Marshall defended the concept of “fixed factors” on the ground of 
realism. Thus he wrote, “. . . in discussions written specially for mathe- 
matical readers it is no doubt right to be very bold in the search for wide 
generalizations . . . but it is not in a treatise such as the present, in 
which mathematics is used only to express in terse and more precise 


language those methods of analysis and reasoning which ordinary people 


t 


idopt, more or less consciously, in the affairs of everyday life.”*° 
Marginal productivity theorists usually are interested in “wide gen- 
ralizations.”” Wicksteed, for example, who attacked Marshall most 


vigorously in this respect, was the first to give a demonstration of 


t 


xhaustion of product by marginal productivity analysis under com- 


petitive conditions. But it seems proper to question the réle assigned to 


and here physical characteristics, not the fixity of supply, is basic 
by Marshall as he looked through the eyes of a business man. Let us 
issume that the total amount of “land” in the world is fixed. Is it the 


most prominent fixed factor to the individual firm? 


In the United States most of our farms are what is called “family- 


sized.” While, before the war, seasonal labor was employed during the 


harvests, the size of the family is an important consideration influencing 
the amount of land that it will attempt to work. Even where the families 


vn their farms there is continual bargaining for the use of part of one 


* Marshall. op. cit., p. 851. 
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another’s land. Thus the land is often more variable to the farmer thay 
is his labor supply. On the other hand, it is likewise true that the Unites 
States merchant marine at least from the First World War until the 
Merchant Marine act of 1936, found its supply of ships, its capital, 
relatively fixed, whereas the land space required could be rented anj 
was largely a variable factor. It may be objected that the second example 
is relevant primarily to the short run where Marshall agreed that capital 
might well be a fixed factor, but the point is not that capital is or is not 
fixed, but that, from the point of view of the business man, land may be 
regarded as being more easily varied than the supply of other factors 
in some important cases. If this is true, then the alleged necessity for 
putting rent on a different basis from wages or interest is not proved, 
and marginal productivity theory should be adopted, at least in certain 
cases, on grounds of realism as well as of theoretical beauty. 

It may be that land is rigidly fixed in some employments, so that 
business men can not think in terms of adding or subtracting a small 
portion of their land even in the normal period. But this is certainly 
not true of farmers, and there are many business men of all kinds who 
rent their floor space and can easily acquire larger quarters if they so 
desire. From the viewpoint of a firm more of all factors can be obtained. 
The safest course on grounds of realism is probably to admit the validity 
of both types of analysis in so far as the economics of a firm is con- 
cerned, but to stress the marginal productivity approach. 

Quite aside from the debatable element of realism, it should be 
noted that the presence of several surplus returns in the short run vastly 
complicates the problem of income distribution in the short run.” 
Where only one surplus return is to be determined, it can be correctly 
found as a residual even if it could be determined by marginal pro- 
ductivity; but if there are several fixed factors, resort must be made to 
simultaneous equations on the theoretical level, a device that seems 
more out of touch with business practice than marginal productivity 
theory. 

Marshall was aware of this difficulty, but seems to have preferred to 
leave this problem unresolved in the short run, and only partially re- 
solved in the long run.*’ These difficulties are especially pressing when 
monopolistic competition is considered, a condition in which each firm 
must be able to evaluate each agent without reference to any industry. 
Since no two firms have the same product it would be impossible to 
apply simultaneous equations, making the division of income among two 

“For more detail on this problem as well as the distinction between rents and quasi- 


rents, see R. S. Meriam, “Quasi-rent,” Explorations in Economics (New York, McGraw- 
Hill, 1936), Chap. X. 


* Marshall, op. cit., p. 626. 
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- more fixed agents quite arbitrary. In this case it would seem likely 
‘hat costs would always be found equal to price simply because the 
“surplus” would be entirely imputed to land, at least in the long run, 
though a marginal analysis of rent might reduce it so as to indicate a 
high monopoly or other profit. In other words, a factor profit might 
jisplace the entrepreneural profit simply because of a lack of precision 
of analysis. The use of marginal analysis seems to be the best way out 

f this impasse. 

Finally, the marginal productivity theory avoids the welter of special 
issues which have impeded clear thinking for so long. All elements of 
cost, at least those which must be positive, are placed on the same basis. 
So far as the allocation of resources is concerned, what is true of one 
is true of another. And the true significance of real cost can be stated 
with vigor, albeit separately, without a fallacious and unconvincing 
argument which attempts to identify real costs and prices. 


[wo major difficulties involved in rent theory have been considered 
above. The first is the unfortunate result of a mistaken attempt to 
synthesize incompatible doctrines of cost, the second is a disagreement 
as to the essential characteristic of rent. Both of these difficulties should 
and can be overcome. One method for doing so has been proposed. 
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BUSINESS CYCLES AND THE MODERN THEORY 
OF EMPLOYMENT 


By Lioyp A. METZLER* 


I. The Propensity to Consume in Business Cycle Theory 


The modern theory of employment and income, which explains the 
level of total output in terms of investment and consumption, js 
generally regarded as a static theory. It is widely believed that the 
propensity to consume and the level of investment provide a broad 
explanation of the level of total economic activity achieved by an 
economy in equilibrium, but do not account for fluctuations in such 
activity. In the study of cumulative processes of expansion and 
contraction—prosperity and depression—most economists feel that the 
popular discussion of savings and investment must be supplemented 
by other methods of investigation. When prices and production are 
rising or falling, for example, the effects of changing expectations 
upon the output decisions of business men must be taken into account. 
This means, among other things, that the rates of change of prices 
and sales are important factors in the volume of total production. 

The “multiplier” explanation of output and employment has fre- 
quently been criticized on the ground that it neglects these dynamic 
aspects of economic activity.” To some extent, the criticism is probably 
justified, for much of the present analysis of income and employment 
consists simply of static supply and demand relations. Nevertheless, in 
concentrating on the static character of the multiplier, it is easy to 
lose sight of the fact that the basis of this multiplier—the marginal 
propensity to consume—not only provides a static explanation of the 
equilibrium level of employment but also supplies the framework for im- 
portant extensions of the theory of business fluctuations. In other 
words, the development of the static theory of employment has been 


* The author is an economist with the Board of Governors of the Federal Reserve 
System, Washington, D.C. 


* See, e.g., Gottfried Haberler, Prosperity and Depression (Geneva, 1941), p. 168. 


* Much of the criticism was due to the fact that no distinction was made, in the theory 
expounded by Lord Keynes, between intended and unintended components of savings 
and investment. As a result of this lack of precision, the theory that the level of income 
is determined by the condition that savings shall be equal to investment seemed either 
false or tautological when applied to dynamic problems. See Haberler, op. cit., chap. 8; 
Fritz Machlup, “Period Analysis and Multiplier Theory,” Quart. Jour. Econ., Vol. LIV 
(Nov., 1939), p. 1; Friedrich A. Lutz, “The Outcome of the Saving-Investment Discus- 
sion,” Quart. Jour. Econ., Vol. LII (Aug., 1938), pp. 611-14. 
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mpanied by corresponding changes in the theory of business cycles. 
lhe changes in business cycle theory are of two sorts. First, the 
rn theory of employment establishes a definition of a norm about 
ich the economic system fluctuates: at any given time, the equi- 
libriuni level of income is the level at which intended savings are equal 
intended non-induced investment. Business cycles consist simply 
‘ fluctuations about this norm or equilibrium. It is true, of course, 
‘hat this definition of equilibrium presents a number of serious sta- 
tistical problems. Difficulties arise, for example, in distinguishing be- 
‘tween induced and non-induced investment. Despite the statistical 


it 


IS the 


ote problems, however, the establishment of a conceptual normal level 
road f activity constitutes an important advance in the theory of economic 
y “ luctuations. In the absence of this norm, it has been necessary in the 
curt past either to rely upon purely empirical concepts of equilibrium or to 
ani issume that the system tends automatically toward full employment 
t the nd that any deviation from full employment is, therefore, an evidence 
nted f disequilibrium. 
a Both of these alternatives are clearly inadequate. The first is inade- 
_ juate because the usual empirical distinction between secular trend 
on and cyclical fluctuations about the trend cannot be justified without 
‘ces in explanation of the trend itself; a mere fitting of a curve by “least 
squares” or other methods does not suffice to establish the nature of 
7 the trend movements.® The second alternative—a norm of full employ- 
ars ment—is inadequate because it is now clear that income may be in 
bh equilibrium at a level of output considerably below full employment. 
as lhe modern theory of income and employment, by providing a concept 
7” of an equilibrium level of employment, thus fills a serious gap in the 
fn study of business cycles. 
al The second important contribution of the theory of employment to 
the business cycle analysis is in the explanation of turning points of the 
i cycle. Prior to the development of the concepts of propensity to con- 
ae sume and propensity to save, an explanation of these turning points 
- was perhaps the most difficult task of business cycle analysis. Tradi- 


tional theory usually assumed that the economic system is inherently 
unstable in the sense that a slight upward or downward movement of 
income and employment tends to initiate a cumulative and self- 
reinforcing process of expansion or contraction. In other words, it was 
commonly believed that an initial increase of income, employment, and 
prices would stimulate a further increase, and that income would 
continue to rise at an accelerated rate until the limits of possible expan- 
sion were reached, or until some outside force put a stop to the cumu- 


*Edwin Frickey, “The Problem of Secular Trend,” Rev. of Econ. Stat., Vol. XVI 
Oct., 1934), pp. 199-206. 
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lative process. The converse of this argument is, of course, that ; 
slight downward movement is also self-aggravating, and that a depres. 
sion, once started, tends to continue until some factor or factors which 
operate only at low levels of employment reverse the movement. 
Traditional business cycle theory thus conceived of the economic 
world as a world subject to cumulative upward and downward move. 
ments as a result of relatively small disturbances. From this concep. 
tion, it followed that an explanation of the cycle was to be found iy 
the factors which reverse the direction of the cumulative movement, 
Once a process of expansion or contraction was started, it was widely 
believed that an explanation of further movements in the same direc. 
tion was relatively simple. In an expansion process, for example, the 
rise of income was believed to be reinforced by optimistic expectations 
as well as by the effect of higher demand upon the output of inves 
ment goods (the acceleration principle). And since Say’s Law (supply 
creates its own demand) was generally accepted, it was difficult to see 
how producers’ expectations, in the aggregate, could be disappointed 
While particular industries might suffer from overproduction, this 
would be offset by increased demand in other industries. The cumula- 
tive movement of income and prices was thus regarded as an obvious 
process; the real difficulty lay in an explanation of the turning points.’ 
To explain how a process of expansion is stopped and a depression 
initiated, economists usually introduced certain limiting factors which 
become operative only at high levels of economic activity. It was fre- 
quently asserted, for example, that a period of prosperity and rising 
income is brought to a close by the inability of the banking system to 
make additional loans. Faced with a declining reserve ratio as a result 
of previous loans and as a result of cash drains to support a higher 
volume of transactions, the banks become reluctant to make further 
loans. Interest rates rise and a period of credit contraction ensues. 
By reducing the level of total demand for goods, this credit contraction 
brings all of the forces of cumulative contraction into play, and the 
level of output declines. Thus, according to this view, the immediate 


*The classic example of such an unstable economy is given by Wicksell, in his descrip- 
tion of the cumulative change in prices which results from a discrepancy between the real 
rate of interest and the bank rate. See Knut Wicksell, Interest and Prices (translated 
from the German by R. F. Kahn, London, 1936), chap. 9. While the cumulative process 
envisaged by Wicksell is a movement of prices and not of output or employment, unstable 
systems involving output may also be found in the writings of nineteenth-century 
economists. See, for example, the discussion by Pigou of a quotation from Walter Bagehot’s 
Lombard Street in which Bagehot argues that a decline in output in one industry spreads 
through other industries in a self-reinforcing sequence of reduced demands, (A. C. Pigou, 
Employment and Equilibrium (London, 1941], p. 236.) 

*Compare Jan Tinbergen, “Econometric Business Cycle Research,” Rev. Econ. Stud., 
Vol. 7, No. 2 (Feb., 1940), pp. 81-85. 
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cause of the crisis was the inflexibility of the banking system. Alter- 
natively, the cause of the downturn was frequently found in a shortage 
of certain factors of production which made a continuation of the 
expansion process impossible. If the rise of output in certain segments 


momic of the economy were brought to a halt through the appearance of 
meded bottlenecks, it was widely believed that this would lead to a decline 
OnCep in total output through the operation of the acceleration principle. 

Ind in At the other turning point, when depression ends and a revival 
‘ment, begins, economists were much less certain about the immediate cause 
widely of revival. In some cases, the upturn was attributed to a resumption 
direc. of investment activity induced by an accumulated shortage of equip- 
@, the ment. In other cases, more liberal lending policies by the banking 
tions HE system were believed to be the immediate cause of recovery. And in 
vest: still other cases, the revival was attributed simply to a return of business 


confidence and to more optimistic expectations in general. But what- 
ever the immediate cause of revival, the important fact is that in 


nted traditional business cycle theory it was thought to be necessary to 
this introduce limiting factors which brought the period of cumulative 
nula- contraction to a close. 
‘een Like all brief generalizations, this explanation of traditional business 
nts. cycle theory is no doubt an oversimplification. The problem is so com- 
mae plex, and the explanations which have been given for the cycle are so 
hich numerous, that no short summary could possibly be complete.’ For 
Ate. this reason, the foregoing discussion is not to be interpreted as a sum- 
aing mary of traditional theory. It is intended, rather, to point out one 
n to feature which most theories had in common: The failure to develop 
sult explicitly the relation between consumption and income frequently 
- save an exaggerated appearance of instability to the economic system. 
er 


This led to a preoccupation with the causes of the turning points of 
the cycle, and to the introduction of limiting economic forces which 
were assumed to be operative only in periods of high prosperity or 
extreme depression.” Thus the acceptance of Say’s Law, either explicitly 


“One of the best summaries of the state of business cycle theory prior to the develop- 
of the theory of employment may be found in Alvin H. Hansen, Business Cycle 
Theory (Boston, 1927), chap. 8. Professor Hansen pointed out that, despite the diversity 
f opinion concerning business cycles, there was a fair amount of agreement with respect to 
three points: (1) the factors instigating an expansion or contraction; (2) the nature of 
the cumulative process; (3) the self-limitation of expansion or contraction. The most 
controversial and least convincing arguments in this summary were those advanced in 
xplanation of the turning points, which were essentially the same as those mentioned in 
e text above. 
‘An important exception to this statement must be made for the theory of Professor 
Schumpeter (Joseph A. Schumpeter, Business Cycles, Vol 1 [New York, 1939]). Pro- 
fessor Schumpeter repeatedly emphasizes the significance of the norm about which the 
economy fluctuates, and holds that, when this norm is clearly defined, the turning points 
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or by implication, frequently disguised the structural nature of cycle 
and created the impression that the turning points were largely due y 
special factors. 

From this point of view, explicit recognition of the relation betwee 
income and consumption was an important development. When th 
concept of a propensity to consume was introduced, the economic sys 
tem was recognized as an essentially stable system which is subject ty 
more or less regular oscillations about a moving equilibrium. The tun. 
ing points of these cyclical oscillations were then frequently found ty 
be no more difficult to explain than the cumulative processes of expan. 
sion and contraction. In other words, the entire cyclical process was 
recognized as a process of adjustment to irregular disturbances of the 
system. The turning points of the cycles, like the periods of expansion 
and contraction, were seen to be inherent in the structure of the 
system, and were no longer regarded as dependent upon limiting factor 
such as an inflexible banking system or the appearance of bottlenecks‘ 

This does not imply, of course, that cyclical movements of income 
and employment are the result of a single cause, or that a single 
cyclical movement can be isolated as “the” business cycle. On the 
contrary, most recent studies of business cycles have emphasized the 
complexity of the actual economic system, and have shown that oscil- 
lations of income about equilibrium may consist of a number of 
cycles of different lengths superimposed upon each other. Individual 
cycles have been attributed, for example, to the demand for producers 
equipment, to the demand for housing, and to the demand for inven- 
tories. All of these cycles were of course known in a general way 
before the theory of income and employment had been developed. 
Nevertheless, a clear understanding of the nature of the cyclical 
processes was not obtained until the theory of employment provided 4 
concept of equilibrium. Prior to that time, it was usually found that 
the derived demand for such things as producers’ equipment and 
inventories provided theories of unstable or cumulative processes, but 
not of cyclical movements. Turning points in these processes could be 
explained only by introducing new factors. Development of the theory 


require no special explanation. His conception of a ‘normal level of activity differs from 
the one accepted in this paper, however, in that it assumes full employment, apart from 
certain monopolistic restrictions. 


* See, e.g., the discussion of the acceleration principle in the Journal of Political Economy, 
Volume XXXIX (1931): Ragnar Frisch, “The Interrelation between Capital Production 
and Consumer-Taking,” (Oct., 1931), pp. 646-54; J. M. Clark, “Capital Production and 
Consumer-Taking—A Reply,” (Dec., 1931), pp. 814-17. The advance in business cycle 
theory brought about by the theory of employment is clearly seen by comparing these 
earlier writings with later work on the same subject, such as P. A. Samuelson, “A Synthesis 
of the Principle of Acceleration and the Multiplier,” Jour. Pol. Econ. (Dec., 1939), PP 
786-97. See also, R. F. Harrod, The Trade Cycle (Oxford, 1939). 
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loyment changed all this by showing, first, that the economic 


"ystem is probably a stable system, and, second, that cyclical move- 


of income, employment, and prices are inherent in the nature of 
_and do not depend upon special circumstances. 

lhe importance of the modern theory of employment in business 

vcle analysis is well illustrated by recent changes in the theory of 

inventory cycles. I turn now to a consideration of these developments. 


II. The Theory of Inventory Cycles 


In the period which preceded the development of the theory of 

employment, the most extensive discussion of inventory cycles was 

Mr. R. G. Hawtrey. It is well known that Hawtrey regards 

ttempts of business men to increase or decrease their inventories 

e principal cause of economic expansion and contraction. In this 

t, his analysis of business cycles differs from that of most other 

ists, who usually consider inventory fluctuations as one among 

h causes. Nevertheless, from one point of view, the Hawtrey 

ysis is typical of the business cycle studies which preceded the 

lern theory of employment: his theory is essentially a theory of 

lative processes of expansion and contraction, and the turning 

nts in these cumulative processes depend upon certain limiting 

rs which become operative only in periods of high prosperity or 

leep depression. 

The essential feature of the Hawtrey theory is a slightly qualified 
ceptance of Say’s Law. In one explanation of his theory, he says: 

lhe money of which demand consists is provided directly or indirectly from 

incomes. The total of the incomes which people in any community 

pend I call the consumers’ income; the total which they do spend I 

he consumers’ outlay. Consumers’ income and consumers’ outlay tend 

» equal. The means of payment (comprising money and bank credit), 

people have on hand, I call the unspent margin. Consumers’ income and 

sumers’ outlay can only differ in amount when the unspent margin 


rhe term consumer as here used must not be interpreted too narrowly. 
People spend their incomes not only on consumable products, but on invest- 
I ‘Consumer” must be regarded as including “investor” and the con- 
’ outlay as including investment. For money invested is spent. It is 

on capital goods.® 


With this conception of total demand, it is easy to see how a small 


disturbance may start a cumulative process of expansion or contraction. 


uppose, for example, that business men decide to increase their inven- 
ories. In order to do so, they must produce more than they expect to 


G. Hawtrey, Trade and Credit (New York, 1928), pp. 83-84. 
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sell. But in expanding output, the business men also expand income by 
the same amount. Hawtrey argues that this increase of income ; 
either spent on consumption or saved, and that most, if not all, of tip 
added savings constitute a demand for capital goods. Considerig 
both the demand for investment goods and the demand for consumer’ 
goods, total demand therefore increases pari passu with the increas 
of income. As a result, producers find that their attempt to increay 
inventories has been frustrated by a corresponding increase in deman¢ 
Their subsequent production plans include not only a level of outpy 
sufficient to satisfy the higher demand, but also an additional outpy: 
for inventories. Again, however, demand is increased by the higher 
level of output, and inventories remain low despite attempts of busines 
men to increase them. Thus a cumulative process of expansion is s¢ 
in motion, and continues as long as business men attempt to increay 
their inventories. 

A similar argument is applicable to the process of contraction. Whe 
business men attempt to reduce inventories by producing less than they 
expect to sell, they find that their total sales are correspondingly 
reduced, and inventories remain unchanged. “The dealers want to 
diminish their stocks of goods, but, when they restrict the orders they 
give to producers, the consumers’ outlay falls off, and their sales are 
so reduced that their stocks are little diminished.””° 

Acceptance of Say’s Law thus leads to a conception of the economy 
as an unstable system in which a slight contraction leads to further 
contraction, and a slight expansion sets off a cumulative upward move- 
ment. Mr. Hawtrey’s theory is less extreme than this, for he allows 
total demand to differ from total output to the extent that there is 4 
change in the unspent margin. When production and income are 
increasing, this means that the increase in demand is slightly less than 
the increase in the value of output, since a small part of the new 
income will be added to idle balances. In discussing the effects oi 
expansion, Hawtrey says: 

A little of the [added] money would remain behind in balances, for a man 
whose earnings are increased would hold on the average somewhat large! 
amounts of cash in hand than before; but probably much the greater part 0 
the additional income is immediately in one way or another spent. . . . 

... The net effect in increasing stocks will [therefore] be limited to 
much of this income as is kept in hand by the recipients in balances.” 


An increase in unspent balances constitutes a leakage from the 
stream of income, and if carried to its logical end, analysis of this 


Tbid., p. 93. 
Ibid., pp. 91-92. 
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Us 


come by de: ‘kage might, with modifications, lead to a theory of inventory cycles 
icome js H.).ich does not differ substantially from the modern theory. Despite 
ll, Of the his fact, it is obvious from his writings that Mr. Hawtrey envisaged 
1sidering sn unstable system. At one point, in fact, he speaks of the credit system 
Sumer’ HA; “inherently unstable.” And throughout his writings he discusses 
INCTease ‘vicious circles” of expansion and contraction. In Hawtrey’s opinion, 
INCrease BA hese periods of expansion and contraction are brought to a close by 
deman; Mchanges in the credit policy of the banking system. During a period 
output a { rising income and prices, the banks find their cash reserves dimin- 
| output Hished both by an increase in deposits and by a drain of cash into 
| higher circulation. Hawtrey argues that sooner or later the reduction of their 
usiNes HP eserves forces the banks to restrict credit. This means, among other 


n Is set MVthings, that interest rates tend to rise, and with higher interest rates 
Acreast MP the carrying costs of inventories are considerably increased. Traders 

f Fattempt to economize by reducing their inventories, and, as a result, 
- Wher the cumulative process of contraction described above is set in motion. 
un the During the period of contraction, debts are gradually liquidated, bank 
idingly i deposits are reduced, and cash flows back into the banks as a conse- 


ant t0 MH quence of the decline in income and prices. Eventually the increased 
'S they JF liquidity of the banking system leads to lower interest rates and to 
les are HRP more liberal lending policies in general. Finding their carrying costs 
' reduced, traders decide to hold more inventories, and a period of 
nomly economic expansion ensues. 
urther The foregoing description of Hawtrey’s theory of inventory cycles 
move- is intended primarily to emphasize the assumption of instability which 
ul Ws is inherent in this theory. Hawtrey envisages an economic world in 
Cis 4 which a slight expansion or contraction leads to further expansion or 
shen contraction in a cumulative process which is reversed only by the 
) than action of the banking system. In discussing the end of a period of 
new HB prosperity, he says: 
ts of 


. If the restriction of credit did not occur, the active phase of the trade 
cycle could be indefinitely prolonged, at the cost, no doubt, of an indefinite 


, man rise of prices and an abandonment of the gold standard.*” 

rt of rhis point of view, as noted earlier, is a logical consequence of Say’s 
Law of Markets. If the proposition is accepted that supply creates its 

to s own demand, which means that savings constitute a demand for capital 


goods, then it is obvious that production cannot outrun demand, for 
any increase in output will be accompanied by a corresponding increase 
in demand. It follows that any attempt by business men to increase 
their inventories must lead to a cumulative process of expansion, while 
‘very attempt to reduce inventories must result in cumulative con- 


2 


» p. 98. 
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traction. Thus Hawtrey’s theory of inventory cycles is intimately cop. 
nected with the classical proposition that general overproduction js 
impossible. 

It is hardly necessary to point out that Say’s Law of Markets is no 
longer a widely accepted economic doctrine. One of the principal 
achievements of the modern theory of income and employment was to 
emphasize that savings do not constitute a demand for capital goods: 
in large part, they constitute simply a demand for legal evidences of 
wealth, such as stocks, bonds, and savings accounts. A substantial por- 
tion of the demand for investment goods comes from business men. 
and is not directly related to the level of income. It is therefore entirely 
possible, indeed at most times probable, that an increase in total output 
will increase the total supply of goods more than it increases total 
demand; some of the increased income will be used in the purchase 
of previously-existing assets, and will not represent a demand for 
currently-produced goods. Hence, general overproduction is a possi- 
bility which must be taken into account. 

If Say’s Law of Markets is rejected, what happens to the theory 
of inventory cycles presented above? A partial answer to this question 
may be found in an earlier paper, in which I developed a simple theory 
of inventory cycles based upon the modern theory of employment.” 
The assumptions in that paper with respect to the behavior of business 
men were very similar to those of Mr. Hawtrey. It was assumed, for 
example, that business men make production plans in anticipation of 
future sales, and that anticipated sales depend partly upon the present 
level of sales and partly upon the rate of change of such sales. It was 
assumed further that the amount of inventories which business men 
desire to hold is related to the level of their sales. The theory of 
inventory cycles which I developed differs from Hawtrey’s theory 
primarily in its rejection of Say’s Law. In place of the proposition 
that supply creates its own demand, I substituted the proposition that 
only a part of total demand is directly related to the level of income. 
In other words, it was assumed that income receivers use part, but 
not all, of their increments of income in the purchase of commodities, 
and that income which is used to purchase legal evidences of wealth does 
not represent a demand for current output. 

To simplify the discussion, the interval of time under consideration 
in my analysis was divided into “production planning periods,” and it 
was assumed that the rate of output in each planning period is deter- 
mined at the beginning of the period and remains unchanged until the 
beginning of the next period. The economy was divided into consumers 


Lloyd A. Metzler, “The Nature and Stability of Inventory Cycles,” Rev. Econ. Stat., 
Vol. XXIII (Aug., 1941), pp. 113-29. 
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soods industries and investment goods industries, and it was postulated 
within any given planning period the demand for consumers’ 
ds depends upon the level of total output during that period. Finally, 
he assumption was made that the demand for all investment goods is 
‘onomous, in the sense that it is taken as a given factor in the 
ition, independent of the level of income. This last assumption is 
sly not necessary, since the induced demand for investment 
goods may be included with the demand for consumers’ goods in a 
neral “propensity to spend.” Nevertheless, it will simplify the subse- 
t analysis without altering the final results if we retain the assump- 
1 that all investment (except inventory investment) is non-induced 
r autonomous. 

With these assumptions, it is possible to follow through the sequence 
f events in a typical inventory cycle. Suppose that the economy is 
initially in equilibrium, in the sense that the total output of goods and 
‘vices is equal to the total demand for such goods and services. Con- 
sider what happens when this equilibrium is disturbed by an increase 
in the demand for and supply of non-induced investment. Although 
equilibrium is reéstablished in the investment industries (since demand 
nd supply increase in the same proportion), producers of consumers’ 
goods find their stocks depleted by the increase of income and demand. 
[his is characteristic of the early prosperity phase of an inventory 
cycle; producers are unable to adjust their output immediately to the 
increase in demand, and stocks therefore decline. In subsequent periods, 
production plans are revised upward, for two reasons: (1) to meet the 
anticipated higher level of demand; (2) to replenish depleted inven- 
tories. As output is increased, total demand also rises, and business 
men find that their stocks remain abnormally low despite their efforts 

to increase them. 
Up to this point, the description of inventory cycles closely re- 
mbles Mr. Hawtrey’s theory; the rise of income and employment 
induced by the attempts of business men to expand their inventories 
s much in common with the cumulative expansion envisaged by 
Hawtrey. Nevertheless, there is an important difference between the 


two theories: Hawtrey assumes that in the absence of outside influences 
the cumulative expansion could continue indefinitely, whereas in the 


esent theory the expansion itself sets up conditions which make a 
later decline inevitable. It is true that as income rises, total demand 
ilso rises, but the increase in the latter is smaller than the increase of 


total output. Inventories therefore begin to accumulate slowly, although 


ictual additions to stocks are smaller than producers intend them to be. 
Even when income has risen to a level appropriate to the new level 


of non-induced investment, however, inventories remain abnormally 
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low. This means that total income must rise still further, since busines 
men attempt not only to produce enough to satisfy the higher deman; 
at the new equilibrium but also to produce an additional amount fg, 
replenishing their depleted inventories. In other words, in the process of 
expansion from the old equilibrium to the new, output and employmey; 
inevitably “overshoot the mark.” 

Once the level of income has risen above its new equilibrium, ; 
subsequent decline is inevitable. The inflated level of income is sys. 
tained and increased only by investment in inventories, and such jp. 
vestment cannot be continued indefinitely. As income rises, inventories 
also rise, and this process continues until a normal relation between 
inventories and expected sales is established. Thereafter, business men 
plan no further increases in stocks; they attempt, instead, to produce 
only what they expect to sell. Since production plans in earlier periods 
included production for stocks as well as for sale, the decision to 
produce only for sale means an absolute decline in total output. As « 
result, income in the hands of consumers declines, sales are reduced, 
and a period of general contraction develops. The contraction is 
accelerated by the fact that sales fall below expectations, since this 
causes inventories to become abnormally large and business men there- 
fore reduce output still further in an attempt to restore their stocks 
to a normal level. 

In the early stages of depression, inventories continue to rise despite 
attempts to reduce them. In other words, the contraction of output 
is more than offset by an induced contraction of sales. For a time, the 
attempt to reduce inventories is therefore self-defeating, serving merely 
to accelerate the downward movement of output and income. When 
output and employment have declined to the normal or equilibrium 
level at which savings are equal to autonomous investment, commodity 
stocks are still abnormally high. It follows that a further decline is 
inevitable, since business men will continue to reduce output in an 
attempt to dispose of their excess stocks. Thus income falls below 
equilibrium in the downward phase of an inventory cycle, just as it 
rose above equilibrium in the prosperity phase. 

The downward movement cannot continue indefinitely, however, for 
eventually the business men will succeed in reducing their stocks. To 
explain why this is true, it is convenient to refer again to the static 
theory of employment. The fact that income receivers spend only part 
of their incomes means that, as output declines, the induced reduction 
of sales is smaller, in absolute amount, than the decline of output. 
Inventories are slowly reduced, and in subsequent periods the gap 
between production plans and expected sales is correspondingly nar- 
rowed. In other words, when the business men find their stocks de- 
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lining, they are relieved of the necessity of planning large stock 
reductions in the future, and can make their production plans more 


Unt for HP pearly in accord with what they expect to sell. Income continues to 
ess of HR {.)), since some further reduction of stocks is still considered desirable, 
OyMent but the rate of decline is arrested. 


The downward movement continues, at a reduced rate, until inven- 
tories have fallen to their normal level, in relation to sales. At this 
int, business men plan no further reductions in stocks. Since pro- 


ium, a 
is Sus- 


ich in. duction is now equal to expected sales, whereas in earlier periods it 
ntories was less than sales, it follows that income must begin to rise. Thus 
tween the mere fact that inventories have fallen to a normal level is sufficient 
S Men to account for a turning point in the cycle from depression to recovery. 
‘oduce The cycle is now complete. I have explained how the prosperity 


eriods phase of an inventory cycle inevitably leads to a crisis and to depression, 
and how the depression must be followed by a period of prosperity. 
The self-perpetuating character of such cycles is thus established. When 
the equilibrium of income is disturbed, output and employment tend 
) fluctuate about a new equilibrium in a series of damped cycles. In 
lescribing these cycles, nothing has been said about the influence of 
the banking system or of other limiting factors. The turning points of 
cycle do not depend upon such things as changes in credit policy 

r bottlenecks in the supply of resources. In the prosperity phase of 
the cycle, for example, it is not necessary to assume a policy of credit 
estriction in order to show how prosperity leads to a crisis and to 
lepression. The crisis is inherent in the nature of the expansion process, 
since this process invariably raises output above the stationary or 
equilibrium level. An analogous argument holds for the depression 
phase of the cycle. As income falls below equilibrium, inventories are 
gradually reduced, and this is sufficient to account for a revival, quite 
apart from changes in bank policy or changes in the supply of resources. 
Thus, the cycles described above are distinguished from Mr. Haw- 
trey’s inventory cycles primarily by the nature of their turning points. 
Inventory cycles, in the present theory, are inherent in the structure of 
production and sales, whereas Hawtrey envisages the turning points 
is a result of credit policies and cost changes which become operative 
only in the extremes of prosperity and depression. The present theory 
can easily account for mild but persistent fluctuations of income about 
moving equilibrium, even with no changes in credit policy, wage 
licy, or conditions of employment. By contrast, the Hawtrey theory 
speaks of “vicious circles” of expansion and contraction, which can 
be reversed only by the influence of limiting factors. In Hawtrey’s 
theory, the length of a period of expansion is governed largely by the 


llexibility of the banking system and by the extent of unemployment 
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when the expansion begins; the expansion is not brought to a clos 
until the banks are forced to restrict credit. In the present theory, 
the other hand, it is necessary to explain the length of the averay 
cycle in terms of factors which are a part of the process of productig, 
and sales. While changes in banking policy may play some part jy 
the turning points of the cycle, much greater emphasis is placed, jy 
the present theory, upon the relation of output to sales, and upon the 
relation of sales to production plans. 


Ill. Conclusion 


The changes in the theory of inventory cycles described above ar 
typical examples of recent changes in business cycle theory in genera! 
They illustrate the far-reaching influence which the theory of employ. 
ment has exerted upon dynamic economics. As a result of these develop. 
ments, the Wicksellian concept of an unstable cumulative proces 
which was formerly the basis of many business cycle theories has in 
large part been replaced by the concept of oscillation about a norm 
or equilibrium level of income and employment. The normal level itseli 
has been more clearly defined than was possible at an earlier date, and 
the relation of the actual level of income to this norm has assumeé 
increasing importance. 

While the cycles described by theories such as the theory of inven- 
tory cycles are conceptually perpetual, in practice they are probably 
highly damped. In the absence of disturbances to the underlying condi- 
tions of equilibrium, such cycles would tend to disappear. Moreover, 
the amplitude of any given cycle is directly related to the size of the 
initial disturbance. Small disturbances produce only small cycles, which 
means that large cyclical movements can be explained only by explain- 
ing the large initial disturbances. From this point of view, the cycle 
theories described in the present paper are incomplete. They explain 
how the economic system adapts itself to changes in the conditions oi 
equilibrium, and give strong reasons for believing that the process 0! 
adaptation will be cyclical, but they do not explain the disturbing 
factors which initiate the cycles. In the words of Professor Schumpeter 
they are “waves of adaptation.’’™* 

A wave of adaptation may be started by a change in any of the 
economic relations which determine the equilibrium level of income 
and employment. Changes in consumer tastes, for example, or in 
methods of production, may upset an existing equilibrium and lead to 
cyclical movements about a new equilibrium. It seems likely, however, 
that a very large proportion of actual business cycles has been initiated 


* Schumpeter, op. cit., pp. 179-80. 
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bances in the willingness of business men to invest. The ulti- 


- e cause of cyclical fluctuations must, therefore, be sought in the 
Were: tment motives of the business world, or, in other words, in the 
duc ‘ a ses of a fluctuating propensity to invest. But this complex problem 
part in beyond the scope of the present discussion. In describing cycles of 
iced. + japtation, and in comparing present theories of such cycles with 


earlier theories, changes in the propensity to invest have simply been 
epted as disturbing factors to which the economic system eventually 
lapts itself. A complete explanation of all movements of income, 
prices, and employment would of course have to include an explanation 
these disturbing factors, as well as a discussion of the adaptation 
rocess described above. 
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DEBT MANAGEMENT AS AN INSTRUMENT OF 
ECONOMIC POLICY* 


By Henry C. WALLIcH* 


The popular view of the post-war debt seems to be that it is a heayy 
burden (that is, a restrictive force) and that at the same time it is jp. 
flationary (an expansive force). This view is perhaps not as inconsistent 
as might appear at first sight. The debt, for instance, may be econoni- 
cally restrictive but politically inflationary, its economic effect engender. 
ing a political movement to get rid of it by means of inflation. Alterna. 
tively, the debt may be deflationary most of the time but may provide 
the fuel for inflationary spurts once in a while. A calmer view, however, 
suggests that there are deflationary and inflationary forces inherent 
in the debt which are operative at all times but which ordinarily 
neutralize each other to some extent. This being so, it becomes in- 
portant to develop means of harnessing these forces and thereby con- 
vert what now looks like a bogey into a useful instrument of economic 
policy. 


I. The New Role of Debt Management 


In this study I intend to investigate some of the means of employing 
debt management as an instrument of economic policy. In doing so | 
shall treat debt management as distinct from, though perhaps not equal 
in rank to, fiscal policy and monetary policy. This emancipation of debt 
management from the sovereignty of fiscal policy, to which it is com- 
monly regarded as belonging, is suggested by aspects of analysis as well 
as of convenience. The enormous rise in the size of the debt, and its 
wide distribution, has made it possible to exert a new type of influence 
upon national income, through changes in the form in which individuals 
and institutional investors hold part of their assets. The full implica- 
tions of this new effect are still very largely unexplored, and it seems 
likely that, for the time being, its importance will not be primary. 
One must recognize, however, that it exists, and that it rests upon 4 
principle different from monetary and fiscal policy, if we regard the 
effect of monetary policy upon national income as deriving mainly from 
variations in the volume and availability of money, and that of fiscal 


*The author is associated with the Foreign Research Division of the Federal Reserve 
Bank of New York. The views he expresses are personal opinions. 

‘This paper was delivered as a lecture before a meeting of the National School of 
Economics of the University of Mexico, in Mexico City, May, 1945. 
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policy mainly from direct injections into, and drains from, the income 
' stream, via government expenditures and taxation. 

The desirability, on analytical grounds, of distinguishing between 
' fiscal policy and debt management is further emphasized by the result- 
' ing convenience and clarity in tracing the effects of debt management 
upon the economy. Almost every debt operation inevitably has reper- 
cussions upon monetary conditions and upon the budget. In this sense, 
| debt management becomes an aid—sometimes an obstacle—to mone- 
tary and fiscal policy. Much of this paper will be concerned with eluci- 
dating these relationships. In this, it is helpful, though by no means 
essential. to adhere to the distinction suggested and to treat debt 
management as a separate instrument of economic policy. 

Separate emphasis upon debt management finally is suggested also 
by the general economic, political, and social significance which the 
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“i debt has acquired. That a public debt the service charges on which 
aaette amount to between 5 and 6 billion dollars constitutes a political problem 
fn of the first order goes without saying. The distribution of the debt, 
‘ and the tax burden which it imposes, may produce important realign- 


ments among pressure groups and may lead to a re-weighting of the 
relative interest which different groups have in various basic economic 
and social policies. The handling of the debt will decisively influence 
the future of the banking system, and the interest rate policies, in par- 
ticular, into which the debt may drive us will be of paramount im- 


os] portance for the future of the rentier class and of many educational 
qual and other non-profit institutions. In recent discussions,’ varying em- 
deb *Numerous important contributions to the study of the post-war debt problem have 
om- ippeared in recent months. Cf. Charles C. Abbott, “Management of the Federal Debt,” 
well Harvard Bus. Rev., Vol. XXIV, No. 1 (Autumn, 1945), pp. 97-108; “Commercial Banks 
1 its the Federal Debt,” Am. Banker, Vol. CX, No. 227 (Sept. 29, 1945), pp. 8-15; Evsey D. 

Ps “Burden of the Debt,” Am. Econ. Rev., Vol. XXXIV, No. 4 (Dec., 1944), pp. 
ence a: Aubrey C. Lanston, “Crucial Problem of the Federal Debt,” Harvard Bus. Rev., 
uals Vol. XXIV, No. 2 (Winter, 1946), pp. 133-50; Simeon P. Leland, “Management of the 
ica- Public Del it After the War,” Am. Econ. Rev., Vol. XXXIV, No. 2 (June, 1944), suppl., 

pp. 89-132; Abba P. Lerner, “(Government Spending, Public Debt and Postwar Taxation,” 

ems Internat. Postwar Problems, Vol. II, No. 1 (Jan., 1945), pp. 13-34; Hedwig Reinhardt, 
ary On the Incidence of Public Debt,” Social Research, Vol. 12, No. 2 (May, 1945), pp. 
na 5-26; Lawrence H. Seltzer, “The Problem of Our Excess Banking Reserves,” Jour. Am. 
tg {ssoc., Vol. 35, No. 209 (Mar., 1940), pp. 24-36; Carl Shoup, “Postwar Federal Interest 
the Charge,” Am. Econ. Rev., Vol. XXXIV, No. 2 (June, 1944), suppl., pp. 44-85; Henry C. 
om Simons, “On Debt Policy,” Jour. Pol. Econ., Vol. LII, No. 4 (Dec., 1944), pp. 356-61; 


W iam Withers, The Public Debt (New York, Day, 1945); “The Public Debt and the 
Banks,” Institute of International Finance of New York University, Bull. No. 137, May 8, 
Also see v various contributions in Public Finance and shane a (Post War Eco- 
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phasis has been placed upon different aspects of debt managemen 
and the aims of debt management have sometimes been defined wis, 
respect to rather specific and hence limited purposes. The importang 
of the debt and the great potentialities which it entails seem to justify 
viewing its management in the broadest possible terms and regarding 
it as a major element of national economic policy. 

Nothing of this, of course, implies that decisions on the debt shoulj 
be arrived at independently of monetary and fiscal policy. In particular 
I am very far from suggesting that the effective management of th 
post-war debt requires the setting up of still another governmen 
agency. On the contrary, the close interrelation between fiscal policy. 
monetary policy, and debt management calls for a high degree oj 
integration in policy making. At the present time, we quite obviously 
do not have this integration. Debt management rests with the Treasury, 
monetary policy is divided among Federal Reserve, Treasury, and ; 
variety of government lending institutions, and fiscal policy, while 
primarily made by Congress, is influenced in some measure by prac- 
tically every other branch and sub-division of the government except 
the Supreme Court. If there is any institutional rearrangement which 
the present analysis seems to suggest, it would be the establishment 
of an office or cabinet post which could coérdinate and direct all these 
activities. 

Some Characteristics of Debt Management. Before entering upon 
this discussion, it will be well to refer briefly to certain general features 
of debt management. Unlike monetary and fiscal policy, debt manage- 
ment does not lend itself particularly to being worked out in general 
theoretical terms. Because it is intimately tied up with the existing siz 
and character of the debt, the discussion must normally start from an 
actual situation and will always have a tendency to go into particulariz- 
ing detail. For this reason it probably will appeal less to the economic 
theorist than monetary and fiscal policy, but this should not detract 
from its practical effectiveness. On the contrary, fiscal and particularly 
monetary policy may well have suffered because of their adaptability 
to abstract theorizing. 

The effects of debt management are largely of the qualitative sort, 
not easily amenable to quantitative determination. Variations in the 
character and distribution of the debt, in other words, will make se- 
curity holders more or less inclined to change their rate of expenditure, 
but it can rarely be predicted how much. The impact of fiscal policy, on 
the other hand, is primarily quantitative: certain amounts are injected 
into the income stream, other amounts are taxed away, and these again 
can be broken down into consumption and saving. Monetary policy 
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[June 
o cupies a middle ground in this respect.° 
ed with Debt management is less flexible an instrument, in many respects, 
Ortanrs fethan either monetary or fiscal policy and as such suited more to the 
) justify Jong-run than to the cyclical approach.* It takes time to effect sub- 
garding [estantial changes in the character and distribution of the debt, and an 
effective debt policy therefore requires a fairly clear formulation of the 
- shouly eepolicymaker’s long-run expectations. It is unavailing to point out that 
ticular esuch expectations are in danger of turning out false; any given debt 
of the policy will have its long-run effects, and to avoid formulating the ex- 
nme: |eepectations upon which the policy rests merely means that the effects 
policy. Me will be produced, as it were, by default.* Nor is it necessary to formu- 
ree of late long-run expectations in great detail; what needs to be clarified is 
Vioush mainly whether the dangers to be guarded against lie primarily on the 
easury [ee side of inflation or contraction. Uncertainty in this respect would sug- 
and, [Ee gest to some extent the continuance of a flexible policy; it must be 
whil remembered, however, that if “flexibility” is interpreted to mean em- 
r prac phasis on short-term financing, a flexible debt policy may in itself have 
eXcer predominantly inflationary implications. In formulating long-run ex- 
whi pectations, it is clear that responsible management cannot afford to go 
hmen overboard for an extreme theory; in fact, one may say that our own 
| the economic thinking, at least until very recently, was rather too strongly 
impressed with the danger of stagnation. What will be needed is mainly 
upon | proper orientation of our preparedness in the direction of what is 
atur regarded as the chief danger. 
nag The aspects of debt management to be discussed in this paper are 
ner the following: 
g sj 1. Debt management “for the debt’s sake’’; 
M 2. Debt management as a limiting factor of monetary and fiscal 
lari policy; 
101 Debt management as an aid to monetary and fiscal policy; 
trac 4. Debt management as a direct influence upon national income. 
larly The discussion of particularly the third and fourth sections will largely 
bility be governed by the opportunities for a reshaping of the debt struc- 
ture offered by the composition and distribution of the post-war debt. 
“’ iat as debt management is also an important determinant of the cost and 
money, its effects are akin to those of monetary policy. 
E St ‘Th's is not to deny that important anticyclical effects can also be achieved. Cf. Leland, 
ture im. Econ. Rev., Vol. XXXIV, No. 2, suppl., pp. 89-132. 


respects it may be possible, as Professor Abbott suggests, to minimize the 

the debt and to make the economy behave as it would if there were no debt. 

1 broader sense, I am inclined to think that we should concentrate more on using 

s; an instrument of positive policy than on trying to immunize ourselves against it. 
1m. Banker, Vol. CX, No. 227, pp. 8-15. 
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II. Debt Management “For the Sake of the Debt” 


“Taxation for revenue’s sake” has become a slogan to characteriz: 
a kind of backward fiscal attitude not in keeping with the enlightene; 
trend of the times. No doubt the same flavor will come to be attached 
to debt management “for the debt’s sake” and rightly so, in so far as 
this notion, phrased in one form or another, has been regarded as the 
chief standard of debt policy. Nevertheless, the parallel between taxa. 
tion and debt management is not complete, and it would be dangerous 
to go too far in subordinating the familiar considerations of economy. 
soundness, and convenience to the broader aspects of debt manage. 
ment.° 

The taxing power is a durable instrument, capable of standing much 
abuse, but the public credit is a sensitive plant. Before the First World 
War the public credit of some of the central European countries was 
just as good as ours has ever been; nevertheless, it was completely 
destroyed within a few years. It will take us some years to determine 
how far our own credit has been strained by the war, i.e., whether the 
confidence primarily of non-bank investors has in any way been im- 
paired, and we shall therefore have to proceed cautiously. Hence, the 
first consideration of the debt administrator must be the preservation 
of the instrument he is using—the public credit. Any “tampering” with 
public credit, such as compulsory modifications of debt contracts, or 
any other measure which might impair the high regard which investors 
now have for the soundness of government obligations must be avoided.’ 
This injunction probably will block some of the more ambitious and in- 
genious schemes for reorganizing the debt. Nevertheless, it should 
be strictly observed, for the possible adverse consequences even of a 
very large debt are unimportant compared to the calamity which a 
weakening of the public credit would imply. 

From this point of view it is perhaps just as well that considerations 
of economy, soundness, and convenience are always likely to weigh 
more heavily with the men responsible for the administration of the 
debt, chiefly the Secretary of the Treasury, than with economists bent 
upon seeing “the broader picture,” the writer of this paper among 
them. Under the heading of soundness should be mentioned, in addition 


* These considerations are more or less the same as any private borrower would have in 
mind in arranging his financing: to minimize cost, to avoid the risk of being embarrassed 
or worse (though here the traditional fiscal viewpoint is rather broader), and to maintain 
a good credit standing. 

*I would not regard the Seltzer Plan—freezing of part of the commercial banks’ hold- 
ings by means of bond reserve requirements—as necessarily falling under this injunction, 
although the repercussions of such a measure upon the morale of other large holders would 
need to be watched. 
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- the religious observance of contract terms, the question of how much 
‘the floating debt ought to be funded. This matter has not figured 

) prominently in recent discussions, because it has often been inter- 
oreted to depend upon whether or not there is any danger that the gov- 
ernment might have difficulty in renewing its short-term maturities, 
which is very unlikely. Actually, classical concern over a floating debt 
was aroused by precisely the same danger which we now have in mind 
i when we refer to excessive bank purchases of government obligations, 
‘ whether short or long term. In a world where banks were not accus- 
tomed to buy medium- or long-term government securities but did buy 
or discount freely all kinds of short-term obligations, the issue of 
floating versus funded debt was drawn along much the same lines as 
14 the present issue of bank versus non-bank financing. Today, therefore, 
the question of whether or not part of the short-term debt should be 
I funded very properly is subordinated to that of what to do with the 
ortion of the debt held by the banks. 

[he issue of economy in debt administration, which likewise will 
tend to weigh rather heavily in the administrator’s judgment, should 
not be allowed to obscure the broader demands of economic policy. 
[here seems to be some danger that popular sentiment may become 

erimpressed with the cost aspect of the debt. Congress, then, might 
iorce the Treasury into “interest saving” policies—the economic cost 
f which in other directions could be much higher. This fear of public 
and Congressional reaction to high debt charges runs through many 
present-day writings. 

A related danger is that the Secretary of the Treasury himself may 
become overimpressed with the importance of economizing on interest— 
through pride of achievement, or because it facilitates the rest of his 

b. He will have to balance carefully the unquestioned importance of 
keeping interest charges down against the broader demands of economic 
policy. 

As to convenience of debt management, there will always be a good 
ieal of freedom for practical arrangements of maturities, call-dates, 
and similar features within the requirements of any given policy, which 

the same time would meet the needs of the market and maintain 
the demand for government securities. There is perhaps some danger 

such factors will tend to displace major policy objectives in the 
inistrator’s mind; frequent checking up on their compatability 
1 these objectives will, therefore, be in order. 


III. Debt Management as a Restraint Upon Fiscal and Monetary Policy 


lhe mere existence of a large debt is likely to color and influence our 
proach to many problems, even though it need not altogether force 
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our hand. This is particularly true of our views of the optimum level 
of income. A large and particularly a growing debt are not easily borne 
without a large and growing national income.® Fiscal and monetary 
policy, therefore, will be under constant pressure to produce such ap 
income. 

Full employment, of course, will in any case be the goal toward 
which these two policies would normally aim. In the long run, how. 
ever, full employment does not imply a clear-cut income goal. If full 
employment is produced, in part, by reduction of hours, lengthening 
of the educational period, and going slow on the introduction of labor. 
saving devices, it will carry with it a much lower income than might 
otherwise prevail. A large and growing debt, calling for maximum in- 
come, discourages the use of such devices and puts correspondingly 
heavier pressure upon fiscal and monetary policy. 

Should we ever be faced with the choice which Dr. Williams fears 
to be ahead,° between an income rising rapidly because of technological 
progress but accompanied by technological and cyclical unemployment, 
and a steady level of full employment obtained at the expense of less 
rapid progress in technology and income, our choice may be seriously 
affected by the exigencies of the debt. 

By the same token, the risks involved in passing through a cyclical 
depression are increased. In the United States, depressions have tradi- 
tionally yielded a large crop of inflationary panaceas. During the de- 
pression of the early thirties, some fairly innocuous ones were converted 
into law. In future, stronger ones might be resorted to. They are likely 
to be more effective in stimulating the economy, by virtue of the infla- 
tionary potential created by the debt,’® and more dangerous if pro- 
nounced inflation should ensue, because of the greater shifts in wealth 
and income distribution which a pronounced rise in the price level 
would cause in a high-debt economy. 

In addition to the bias which the debt introduces into income policy, 
it also reduces our freedom of price policy. Any fall in the price level 
will increase the burden of the debt. A return to the pre-war price level, 
which some sectors of the public might consider desirable and perhaps 
even regard as the natural thing, becomes undesirable from this angle, 
even if it were possible in other respects. On the other hand, the possi- 


*To be sought, of course, is a growing real income, even though a growth merely i 
money income would also reduce the burden of the debt. 

*John H. Williams, “Free Enterprise and Full Employment,” in Financing American 
Prosperity (New York, Twentieth Century Fund, 1945), p. 353. 

” The inflationary potential of the debt as referred to in this paper comprises not onl) 
the liquidity of non-bank investors resulting from government security holdings, but 
also the additional money supply created by bank holdings. 
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y of reducing the debt burden by raising the price level lends an 
ly appeal, for certain groups, to measures aiming in that direction. 
rtheless, while the debt confronts us with the need to aim at a 
income, it makes it increasingly dangerous to push the 
iy to the limit of its productive capacity. The inflationary poten- 
e debt is a latent element of instability which may come to life 
er factors begin to work in the same direction. To be on the 
le, those responsible for fiscal and monetary policy will have 
intain a certain slack in the system, a reserve of productive 
pacity to act as a shock absorber. Again fiscal and monetary policy 
ind themselves inhibited, to some extent, by the debt. 
Restraints of a different sort are imposed specifically upon fiscal 
licy, for instance, by the absorption of part of the country’s taxable 
icity through the debt service. Interest payments, of course, do 
te additional taxable income, but the added tax yield can only be a 
r fraction of that income. Given the fact, therefore, that the total 
ue is limited by the willingness of Congress to levy taxes, the 
‘of exhaustive expenditures is restricted by the need to take care 
the transfer payments required by the debt service. Exhaustive ex- 
nditures, even in a balanced budget, constitute an equivalent contri- 
} to national income." Transfer payments, however, do not. The 
ibility of raising national income by means of a high balanced 
idget is therefore curtailed by the debt, apart from the limitations 
mposed upon particular types of desirable expenditures. If we think 
n terms of tax reduction to stimulate investment, we likewise find our- 
s in part thwarted by the long-run need—according to standards 
ther than fiscal surrealism—to match debt service with taxation. 
Finally, the debt service hampers the endeavor of fiscal policy to 
ke the budget more progressive, or less regressive, i.e., to take as 
ch as possible from the high income groups and to channel expendi- 
tures (and the benefits which these expenditures yield) as much as 
possible toward the lower groups. A very considerable proportion of 
interest payments tends to be saved, because the bulk of the debt is 
wned by wealthy individuals and by banks. Although the leakage from 
the income stream which results should not be overestimated, it un- 
loubtedly exists. Since our present tax structure already weighs heavily 
ipon the higher income groups, very little can be done in the way of tax 
eadjustment to reduce this new leakage. 
rhe impediments, however, which the exigencies of the debt are 
likely to put in the way of fiscal policy are probably minor compared 
Alvin H. Hansen and David Perloff, State and Local Taxation and the National 


e (New York, Norton, 1944), pp. 245-46; and my article “Income Generating Effects 
lanced Budget,” Quart. Jour. Econ., Vol. LIX, No. 1 (Nov., 1944), pp. 78-91. 
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with the obstacles which it may create for monetary policy. The latter 
already pushed into the background by fiscal policy, may well becom: 
one of the foremost victims of the debt, unless new techniques and ney 
fields of application can be developed. 

The great liquidity created by the debt has removed many enter. 
prises from the need to borrow from banks and has thus made them less 
amenable to monetary controls. The banks, in turn, have their heavy 
government portfolios as a first line of defense against credit restriction 
by the monetary authorities. They could, for instance, let some of thei: 
short-term holdings run off and thus create a margin out of which to 
make commercial loans. If the Federal Reserve then should not re. 
finance the government’s short maturities, short-term rates would go up, 
but even this need bring no substantial restriction of bank credit. At 
higher rates the public would probably take over a larger part of the 
floating debt, again giving the banks free funds for the commercial 
lending. Since credit control has operated more effectively through 
reduction in the availability of money than through an increase in its 
cost, the banks probably would find a ready demand, at slightly higher 
rates, for a substantial proportion of the loans that were being de- 
manded at lower rates. Higher short-term rates, moreover, might bring 
Federal Reserve policy into conflict with Treasury policy, a point to 
which we shall return presently. 

Related considerations apply if an attempt should be made to control 
credit by operating on long-term maturities. Again, within reasonable 
limits, it is the availability of funds rather than their cost which counts. 
The volume of idle investment funds, created by the debt, is likely to 
be so great, and the hunger for securities with yields slightly better 
than present ones so intense, that a restriction in the availability o/ 
funds will be hard to bring about. Moreover, the position of the banking 
system must be considered. Although the harm which arise in long-term 
rates could do to the banks has sometimes been greatly exaggerated, 
in view of the conservative structure of their portfolios, this aspect is 
not altogether without importance. In addition, the monetary thinking 
of the last ten years, with its emphasis upon low rates as a means to 
check secular stagnation, has made us hesitant to raise long-term rates 
for purposes purely of cyclical control. 

In the case of long- as well as of short-term rates, the rise in the cost 
of debt service has made it an increasingly weighty factor in the deter- 
mination of monetary policy. We are dealing here with a conflict 
between monetary policy and debt management for the sake of the 
debt in its economy aspect. With something like 70-80 billion dollars 
of our 250-275 billion post-war debt carrying maturies of less 
than one year, a rise in short-term rates by %4 per cent could easily 
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,dd 1-2 billions to the annual cost of the debt. Even though credit re- 
striction would have to be resorted to only in a period of rising national 
income, With a corresponding improvement in tax yields, the extra 
burden would be quite noticeable. 
If short-term rates are raised temporarily, the increase in service 
sts is rapid but transitory. If long-term and medium rates go up, the 
jump in annual interest payments from this particular source is not so 
steep, but neither is it transitory. The Treasury will be particularly 
villing to permit such an increase if it has to finance a substan- 
tial deficit—perhaps not likely during a peacetime boom—or if it is 
attempting to fund some of its short-term indebtedness. But even when 
there is no deficit, and no change in the maturity structure of the debt 
is contemplated, the mere maintenance of that structure will call for 
the continuous issuance of a heavy volume of long-term instruments. 
With something like 40 per cent of a 250-275 billion debt in securities 
maturing after eight years or more, as much as 6 to 10 billions of gov- 
ernment bonds would have to be sold annually. In other words, the mere 
maintenance of the debt is likely to put a substantial premium upon low 
long-term rates and to weigh heavily against a policy of raising long- 
rm rates.** 
[t is true that these considerations of debt management for the sake 
f the debt ought not to outweigh the broader needs of monetary 
control. If a general rise of interest rates is regarded as the best means 
of stopping inflation, it should certainly be worth an extra 2 billion or 
thereabouts in transfer payments. A general rise in rates, however, is 
not likely to be looked upon with favor in the present state of our 
thinking. It could meet with general approval only if we had meanwhile 
moved into a different environment, one of normally full employment 
and balanced budgets. In that environment an increase in taxes to pay 


It may be said, therefore, that it is not only the economy motive 
of debt management which is likely to inhibit a cyclical monetary 


policy, but also the general stagnation complex which, rightly or 
wrongly, has been influencing our attitude. Should subsequent experience 
remove that incubus, the economy motive will also lose much of its 


‘ce, and monetary policy will then regain much of its earlier freedom. 


IV. Debt Management as an Aid to Fiscal and Monetary Policy 


So far we have been dealing with the rather depressing prospect that 


fiscal and monetary policy are likely to find themselves hamstrung by 


s connection, it may be worth while to point to an aspect of debt maintenance, 
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the existence of the debt and the inherent needs of its managemen 
Now we come to deal with the positive side of the situation: the support 
which debt management can give to monetary and fiscal action. 

(a) Fiscal Policy. The most obvious use of debt management as ap 
aid to fiscal policy is the sale of new securities to finance a deficit whic} 
the Treasury cannot or will not cover out of its General Fund. It may 
be noted, however, that if the Treasury carries a large cash balance 
which the contingencies inherent in its enormous demand liabj. 
ities may make advisable,”* the nexus between a deficit and ney 
financing may be loosened considerably, making debt management 
somewhat more independent. In the reverse case—appearance of a 
budget surplus—the nexus is even less close, since accumulation of 
surpluses in the General Fund is always possible instead of debt repay- 
ment. Decisions regarding the latter will tend to have mainly monetary 
character. 

A second important use of debt management in support of fiscal 
policy is the variation the total amount of interest payable through 
appropriate gradual changes in the character or maturity of the securi- 
ties outstanding. With 20 to 25 per cent of the total post-war budget 
going for interest payments, quite significant effects can be achieved 
in the way of reducing the tax burden called for by a balanced budget. 
It may well be, however, that the cheap money policy of the last 12 
years has exhausted many of the potentialities of this line of approach, 
within the present institutional set-up of the debt. On the other side, 
there is the possibility of increasing budgetary outpayments through 
higher interest charges on the debt. This approach does not seem par- 
ticularly interesting at this time, but it might conceivably be used as 
a consumer subsidy, a means of increasing the deficit without going in 
for additional public works or other exhaustive expenditures. Obviously, 
however, this would make sense only with respect to parts of the debt 
held by broad consumer groups. Moreover, the net effect might turn 
out to be deflationary, if much new saving should be stimulated by 
higher interest rates. 

A third important service which debt management can render to 


and particularly of debt repayment, which is sometimes disregarded. Decisions regarding 
debt repayment revolve around the question of not which securities the Treasury should 
repay, but which it should sell. The debt is always paying itself, with little discretion (other 
than the call feature) for the Treasury. Some issues mature and must be met, the rest 
becomes of shorter maturity and thus becomes either unsuitable for its respective holders 
or at least takes on a different réle in their portfolios. By not maintaining, through refund 
ing operations, the amounts outstanding in any given category of maturities, the Treasury 
can pay off any group of holders. 

“Cf. Abbott, Harvard Bus. Rev., Vol. XXIV, No. 1, p. 101. 
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ascal policy consists in modifications of the debt so as to vary the 
mount of interest which goes into saving. This means to attempt 

n the expenditure side of the budget what progressive taxation is doing 
n the revenue side. The limitation of an individual’s annual purchases 
‘Series E bonds to $5,000, for instance, has this effect. Another appli- 

tion of the same principle seems to be implied in limitations 
upon securities eligible for bank purchase. A good deal more 
nuld be achieved along the same lines, without depriving the banks 

reasonable profits. A low-coupon bond reserve, or refinancing of the 
banks’ maturing short-term holdings by the Federal Reserve, with an 
ttendant increase in reserve requirements, are among the possibilities 
which have been discussed. The interest receipts of insurance companies 
need for a certain rate of return on their funds makes their situation 
rather different. 

b) Monetary Policy. In almost all major countries, the public debt 
has become the chief medium through which monetary policy operates. 
Open market operations in government securities have in large part 
taken the place of loans on and rediscounts of commercial instruments, 
even where these security operations have a genuine monetary character 
and do not constitute disguised government financing. This is the logical 
outcome of the fact that governments, through their borrowings from 
the banking system, have themselves brought about the additions to 
the money supply which otherwise would have had to be created 
through business borrowing. In the long run, as pointed out above, 
monetary policy may be put out of business altogether by this develop- 
ment, unless it develops new tools, but meanwhile the instruments of 
public indebtedness provide it with its chief modus operandi. 

At the same time, the mere existence of the public debt calls for 
constant action by the monetary authorities. The maturity structure 
of the debt shifts every day, as each maturity becomes a little shorter. 
Given the demand for different types of maturities, holders will be in- 
luced to rearrange their portfolios. This would cause a shift in the rate 
structure, unless counteracted by the authorities (or unless the rate 
structure were perfectly horizontal). If substantial borrowing opera- 
tions are in progress, the potential unsettlement of the market is, of 

lurse, much greater. 

The technique of avoiding and counteracting such unsettling effects 
through codperation between the monetary and the debt authorities— 
n the case of the U. S. Treasury and Federal Reserve—has been devel- 

ed to a fine art. The preparation of the market, the firm offer to 
urchase 34 of one per cent bills, the choice of securities to be 
offered, the handling of the proceeds through war loan deposit accounts, 
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are all parts of an elaborate technique designed to effect the transfer oj 
at times more than 20 billion dollars in a single drive from the banks 
and the public to the Treasury. In Britain, somewhat different devices, 
including tap issues and war loan deposit accounts, are employed toward 
the same ends. 

In wartime the codperation which treasuries lend to central banks 
inevitably has as its major aim to facilitate further borrowing. Even. 
tually, however, as deficits are eliminated, the normal aims of monetary 
policy can again be taken increasingly into account. Debt management 
in other words, can then be used more intensively to help in regulating 
the money market in general and possibly to exercise certain qualitative 
controls. 

The chief function of monetary policy, very broadly speaking, is to 
increase the cost and reduce the availability of money in times of boom 
and to do the reverse in times of depression. Debt management, in 
almost all of its phases, has some bearing upon the state of the money 
market. In a general sense, operations connected with the debt influence 
the money market via three channels: (1) changes in bank holdings of 
government obligations, which immediately or ultimately lead to 
changes in the volume of deposits; (2) changes in holdings of non- 
bank investors, which, while they leave unchanged the volume of 
money, are nevertheless associated with shifts between investment and 
transaction money (M, +M,);** and (3) shifts of funds between the 
banks and the Federal Reserve.*° 

In some respects, the effects of debt operations are identical with 
those of open market operations. This is true in so far as a shift in 
funds between the banks and the Federal Reserve and, hence, a change 
in bank reserves is involved. When the proceeds of new issues are left 
in war loan deposit accounts, or when, through a change in the maturity 
structure of the debt or by other devices, a certain proportion is shifted 
from the public to the banks or vice versa, bank reserves remain un- 
changed and only the volume of deposits is affected. 

It is not only through its operations, however, that the Treasury can 
influence the market, but also through its authority as a policy-making 
agency. By letting the market know, or by merely allowing it to believe, 
that its intentions are of a certain sort, it can do much to bring these 


“In the case of sales of new securities, the volume of money remains unchanged once 
the government has spent the proceeds; in the case of repayment, the money volume existing 
prior to the respective tax payments is restored. 

* If these shifts involve a permanent increase or decrease in the Treasury’s balance with 
the Federal Reserve, their effect likewise is permanent. Otherwise, there is only a transi- 
tory effect, terminating with the restoration of bank reserves and, if no change in bank 
holdings was involved, of the original money volume. 
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nditions about. This is more than the power of a monopsonist. The 
‘ter exploits a given supply curve by taking into account the marginal 
of his purchases—or borrowings—instead of their price. This the 
reasury could hardly do, since the volume of funds to be borrowed 
Imost always dictated by considerations other than cost. Through 
; moral authority, however, the Treasury can influence the supply 
irve—the liquidity preference schedule—and induce it to shift within 
orobably rather substantial limits. While in the United States no com- 
itments have been made of quite so specific a character as those given 
in Britain and Canada, it is evident that the market has interpreted 
ficial policy to be one of continued low rates, and this undoubtedly 
as greatly influenced its willingness to continue buying low-coupon 
uritles. 


r 


V. Debt Management as a Direct Influence upon National Income 


Debt management can affect the expenditures of investors, and hence 
national income, by inducing or obliging them to change the form of 
their assets. Whenever the conditions on which debt can be held are 
nged, or whenever other conditions influencing investment behavior 
inge, the investor must make an adjustment at several margins. An 
titutional investor must realign the marginal attractiveness of hold- 
ing debt, or some other income yielding asset, or cash. The same is true 
f the wealthy individual investor. Investors with small holdings and 
small incomes must, in addition, consider the consumption margin and 
possibly that of income (leisure). 
The task of debt management, from this angle, is to induce adjust- 
ents which are in accord with current economic policy, and to prevent 
djustments which are not. Its effectiveness will depend, in part, on the 
sensitivity of the various types of investors to slight displacements in 
their margins, and on the elasticity of their reactions. At the same time 

me important effects depend on a certain inertia in the behavior of 
the investor. Much of the inflation-curbing effect of war bonds, for 
instance, probably derives from the inertia of their holders, which will 
cause many of them to keep their bonds even at times when the satis- 
faction to be obtained from consumption is somewhat higher.** For the 
ellectiveness of debt management it is necessary, moreover, that not all 
the adjustment should take place at the cash margin—through changes 
n the amount of cash held by investors. Nor can debt management be 
effective where one of the margins is subject to violent fluctuations. 


“Instead of inertia, one might in this case speak also of a kind of moral principle which 
5 many people hesitate to draw on past savings. 
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Such might be the case of a corporation which invests idle funds jp 
governments but throws them out regardless of their yield as soon a; 
the funds are needed in the business. 

Since the effects of debt operations upon different types of investor: 
are not identical, it will be convenient to discuss them with respect ty 
each major group. We shall distinguish for that purpose (1) banks 
(2) institutional investors and wealthy individuals, (3) nonfinancial 
corporations, and (4) small holders. Again, it is necessary to recall that 
in speaking of the direct influence of debt management, we are dealing 
with particular aspects of operations which at the same time have 
monetary and fiscal policy implications. 

(1) Banks. The shifting of securities into the banking system in 
times of depression and the squeezing out process in case of a boom 
have already been discussed under the heading of monetary policy. For 
traditional debt management, this means concentration on short-term 
financing in depression, the opposite during a boom. In the future the 
same effects may perhaps also be achieved through the use of more novel 
debt instruments. 

But this is not all that can be done in this sphere. One way of stimu- 
lating the willingness of banks to take on new risk loans might be to 
give them complete assurance as to the price stability of their goverr- 
ment portfolio. This could be done by creating for them a special in- 
strument redeemable on demand, with a fixed interest rate, or along 
the lines of Series E or G savings bonds. 

Another means of stimulating bank lending might be to limit their 
income from the public debt, through the use of special low coupon 
instruments. However, since beyond a certain point banks are under 
no great pressure to earn more money, the impulse to take on bigger 
risks in the commercial field because of lesser income from the debt 
might not be strong. Moreover, if the cut in their debt income prevents 
them from accumulating surpluses commensurate with their risk assets, 
their policy may be influenced less in the direction of aggressiveness 
than of caution. 

(2) Institutional Investors and Wealthy Individuals. The great ex- 
tension of the public debt and the decline in interest rates which pre- 
ceded it has caused this group to become increasingly saturated, from 
a portfolio management angle, with low-yielding government obliga- 
tions and at the same time virtually famished for better yielding 
material. The movement in the direction of higher risks has been only 
gradual, however. In some instances, such as life insurance companies, 
a loosening of statutory investment restrictions might help, and might 
be codrdinated, for greater effectiveness, with certain measures of debt 
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anagement. By restricting the offerings of obligations attractive to 
‘he companies, by limiting their purchases, or by requiring their port- 
lios to contain a certain proportion of other assets, they could slowly 
nd gently be pushed in the direction of more stimulating uses of their 
if a restraining rather than a stimulating influence is the aim of the 
lebt authorities, it would be necessary to induce investors to add fur- 
ther governments to their portfolios and to anchor more securely those 
ready there. An interesting possibility might be the creation of new 
securities, based on the principle of rising yield underlying the savings 
nds, to be made available to large investors. The rising marginal yield 
ld be a strong factor with a carefully calculating investor in making 
these holdings firm. To be attractive, the instrument would probably 
ive to be made redeemable at sight or on short notice, which might 
seem to increase the inflationary potential of the debt. However, it may 
be doubted whether this danger would be much increased by a moderate 
ise of demand obligations beyond that which circumstances and policies 
would make it without their use. The net effect very probably would be 
)make holdings firmer and thus to reduce expansionary pressure. 
3) Nonfinanctal Corporations. Although nonfinancial corporations 
ive shown themselves very amenable to the government’s financing 
needs in wartime, they are likely, in future, to become very much less 
susceptible to the Treasury’s offerings. Security investments are not 
their business, and when the patriotic appeal evaporates, high tax 
liabilities shrink, and new uses for funds open up, they are likely to 
treat their holdings rather summarily. The average corporate manage- 
ment is likely to hold on to its government obligations as long as the 
oney is not needed, and to sell out as soon as it is. Little attention will 
probably be paid to such niceties as the difference between 7g per cent 
ind 1% per cent, figures which in any case bear no relation to the 
returns which most corporations must expect on their capital. Hence, 
raditional life insurance opinion probably would oppose the suggestion of risk-taking, 
the very reasonable grounds that the chief function of insurance companies as investors 
tect the policyholder’s savings. The loss of his savings, however, is only one of the 
ch an individual runs under our economic system, and in too zealously guarding 
1 against it his protectors may cause him to fall prey to another one—to lose his job 
e individual can withhold his funds from venturing and thus shift his proportionate 
n aggregate business risk, without fear of reducing the total amount of risk invest- 
t below what is needed for full employment (including his own). It is very doubtful 
ether insurance companies, as holders of a large portion of national savings, can do so 
t damage to their clients’ employment prospects. In fairness, it should be added 
the aversion of most life insurance companies to any suggestion of common stock 
ment may in part also be due to the fact that, under present accounting practices, 
vestments would subject the companies’ published balance sheets to the effects of 
k market fluctuations. 
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it will be difficult to exert any significant influence on corporate policy 
by the ordinary devices of debt management. | 

In the face of a serious inflationary threat, however, particularly jf 
occasioned by excessive investment activity of corporations, it might 
be possible to employ the public debt as a countermeasure. Legislation 
might be passed requiring corporations to hold certain amounts of debt. 
which would not be eligible as collateral for bank loans, thus immobiliz- 
ing part of their purchasing power.’* Admittedly this would be an ex- 
treme measure and would present great difficulties of avoiding hardships 
and unfairness. In any case, it should not be based on existing holdings, 
to avoid giving the impression that the contractual right of free disposal 
was being tampered with, and so as not to penalize enterprises which 
have lent particularly active support to wartime financing. Alterna- 
tively, the holding of such bond reserves might be required only of 
companies engaging in plant expansion. 

(4) Small holders. Like the corporation, the small debt holder— 
chiefly owners of E bonds in denominations of $100 and less—will 
probably prove hard to manage from the debt angle. Usually he has 
had no previous experience in security ownership, and his actions, for 
this and other reasons, are unpredictable. His marginal adjustments are 
likely to be of the rough and ready sort, not easily influenced by small 
pro’s and con’s. His holdings, however, are of particular interest be- 
cause, among all holders of public debt, he is the only one whose 
marginal adjustments will include adjustments at the consumption 
margin. His operations, therefore, are likely to have considerable in- 
fluence on the volume of consumptive outlay. 

In attempting to guide the small holder’s behavior by means of debt 
management, particular care must be taken to avoid anything that 
looks like an infringement of the terms of contract. Within these terms, 
however, there are quite a number of operations which may prove effec- 
tive. This belief rests on the circumstance that small holders tend to 
be influenced particularly by their inertia, and to follow the line of 
least resistance. If debt management succeeds in getting them to buy 
bonds, these are apt to be held unless a powerful inducement appears to 
redeem them. If it succeeds in putting money into their pockets, part at 
least is apt to be spent for consumption. 

If a stimulating effect is desired, the present payroll deduction plan 
obviously should be abandoned and business enterprises discouraged 


* A suggestion was made by Mark Mitnitzky in 1941 to establish monetary reserve re- 
quirements for corporations. A bond reserve might be more acceptable, because it yields 
a moderate return. Cf. Mark Mitnitzky, “Some Monetary Aspects of Government Borrow- 
ing,” Am. Econ. Rev., Vol. XXXITI, No. 1 (Mar., 1943), pp. 21-37. 
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‘rom continuing it individually. While part of the savings now going 
ato E bonds through payroll deduction will merely be shifted to direct 
irchases of bonds or into additional savings bank deposits, consump- 
ion probably will also increase. This step might be particularly effective 
‘1 breaking the high saving habit which some previous low-savers are 
believed to have acquired during the war.”* 

A small stimulus might also be achieved by making E bonds eligible 
as collateral under bank loans. More effective than this would probably 
be an offer to redeem E bonds at more than their current redemption 

lue, perhaps at a value corresponding to an average 2.9 per cent yield, 

ich the bonds would ordinarily reach only at maturity. This offer, 

ich would be purely optional for the holder, might induce a substan- 
tial volume of redemptions, part of which again would probably go 
nto consumption, this being the line of least resistance. Finally, if the 
ivailability of E bonds appeared to result in an excessive amount of 
saving in this form, some slight reduction in total saving might perhaps 
be brought about by reducing the yield, or by discontinuing the instru- 
ment altogether. 

If a restraining effect is desired, an attempt should be made to 

ntinue the payroll deduction system wherever possible. The situation 
six months after V-J Day obviously confirmed the Treasury’s decision 
to do so, even though this decision may have originated primarily from 
somewhat different considerations. 

A device which might help to keep E bond money invested would be 
an offer to pay off the full value of maturing bonds, at the Holder’s 
option, with a new bond having equal or similar characteristics. Another 
possibility would be to offer conversion into annuities.” Finally, the 
piecemeal redemption of the “portfolios” of individual holders might 
be curbed by an offer to consolidate them into a smaller number of 
larger instruments, with proper allowance for the age of each of the 
original bonds. 


[In conclusion, it may be appropriate to repeat some of the points 
ilready stressed earlier. Debt management is not primarily an anti- 
lical but a long-run instrument. Shifts in the character and distri- 
bution of debt cannot and should not be made rapidly for technical 
reasons as well as because public confidence might be impaired. The 
broad lines of policy must remain fixed for a number of years. More- 


' the government takes steps, implicitly, to discourage individual thrift, it ought to 
v the consequences in increasing social security protection. 
x 


” Cf. Ivan Wright, “Managing the Public Debt,” Commercial & Financial Chronicle, 


1945, p. 85. 
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over, too much should not immediately be demanded of debt manage. 
ment in the way of positive influence. The preceding discussion has 
shown that, while a good deal can be accomplished, particularly in com. 
bination with fiscal and monetary policy, the possibilities of positively 
influencing national income through debt management at present stil 
are fairly limited. It seems almost certain, however, that future thought 
and experience will uncover many new possibilities. Intellectually ang 
practically, we have barely begun to exploit the new instrument. 
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A CRITIQUE OF FUNCTIONAL FINANCE THROUGH 
QUASI-FREE BANK CREDIT 


By J. CARL PoINDEXTER* 


Recent preoccupation with the issues of fiscal policy and the na- 
tional debt has engendered widespread interest in the collateral prob- 
lem of possible fiscal techniques for minimizing the debt and tax 
burdens associated with prevailing financial practices. 

\s is well known, the process of bank-credit creation has long pro- 
vided the basis for an irrepressible philosophy of monetary reform 
vhich would eliminate interest payments on government debt arising 

t of government borrowing from commercial banks. The arguments 
f its adherents run as follows: The coinage and regulation of money 
is an exclusive and sovereign prerogative of government; government 
borrowing from commercial banks is not “genuine borrowing”; the 
government should not be obliged to pay, in perpetuity, hundreds of 

lions a year to the banks for the deposit currency which the banks 

ply manufacture and turn over to the government in exchange for 
bonds; if a fiscal policy which involves the creation of new money 

is to be pursued, the government, rather than private issuing agencies 
banks), should enjoy the seigniorage on the new money issues. In 
other words, most exponents of these views relating to present fiscal 
policy regard government interest payments to the banks as wholly or 
partly unearned and, at least, a partially unnecessary burden on the 
government and the taxpayer. They insist, therefore, that if the banks 
ire to be permitted to create the funds which they advance to the gov- 
rmment, a new, fiscally less burdensome method of compensating 
them for manufacturing credit for the government should be instituted. 

One possible and representative method calls for the issuance to the 
banks of special, non-marketable, non-interest-bearing securities. This 
method contemplates that, in return for the monetization of each se- 
curity of a given denomination, the banks be paid a “reasonable” 
service charge at the time of issuance, but nothing in the way of interest 
thereafter. The criterion of repayment of even the principal of such 
securities would be inflation control, not contractual obligation. 

As safeguards against possible inflation, the more subtle proponents 
of this sort of fiscal innovation propose that the monetary authority be 
invested with plenary powers over reserve requirements, open market 

perations and, in addition, the power to impose special taxes to re- 
trieve inflationary excesses in the money supply. 


*The author is professor of economics at Roanoke College. 
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The purpose of this paper is to analyze some of the issues and 
expose some of the misconceptions underlying such proposals for facili. 
tating the practical application of the new philosophy of fiscal policy 
or “functional finance” through the abatement of interest on govern. 
ment debt and deficits. 


I. The Cost of Bank Credit Creation 


In both England and the United States, the enormous growth in the 
public debt held by the commercial banks has given new impetus to 
the arguments and proposals for radical modification of present fiscal 
and financial practice. For example, following the lead of The Econo- 
mist of London, Professor C. R. Whittlesey has presented the following 
thesis: 


The logic of the change in function (of commercial banks) . . , raises a 


question as to the basis on which banks are to be compensated for the 
services which they perform. When their chief function was the allocation §& that 
of capital to productive uses, it was reasonable to look to interest for the J of “: 
income with which to maintain the banking system. If their chief function J men 
is to care for the community’s liquid resources and to facilitate clearing & -isk 
operations, should they not look for compensation to those who are benefited J coy, 
by these services? one 
. as custodians of the public debt (which they have acquired through ai 
exercising the sovereign function of issuing money) it is by no means obvious han 


that they are performing a service that warrants the compensation they are 
receiving for it... . What we now have is an arrangement whereby a large 
part of the services performed for depositors is transferred to the Treasury. 
It is not clear that this has any permanent economic justification.’ 


The indicated reform and its alleged advantages, as seen by The 
Economist, are summarized in the following quotation: 


Over a period of years, the aim should be to shift the greater part of the 
burden of meeting the operating costs of banks—suitably abridged by all 
reasonable economies—on to depositors, at least, to the extent of charging, 
for the services performed, what they are worth to the recipient. If, after this 
has been done, there is any part of the total costs (including reasonable 
profits) which is not covered by (a) interests charges on advances, and (b) 
interest earned on securities purchased in the open market, then—but only 
then—a charge should be made for the remainder of the public debt held by 
the banks. In other words, the cost to the Exchequer of this portion of the 
national debt would be the net cost of operating the banking system, after 
all of those for whom it performs services have paid for them. This net cost 
might well turn out to be nil, or even negative.” 


*C. R. Whittlesey, “Problems of Our Domestic Money and Banking System,” Am. 
Econ. Rev., Vol. XXXIV, No. 1 (Mar., 1944), suppl., p. 252. 


>The Economist, September 4, 1943, p. 312. 
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€S and The first objection to the reasoning of the above-quoted writers is 
- facili. HBhat borrowers from banks have always provided the revenue which 
Policy Hgefraved the cost of furnishing depositors with free or partly free 
‘OVern- Mcystodial and checking facilities, and interest on deposits. This arrange- 


ment is an ancient and spontaneous outgrowth of competitive forces. 
Hence, there is no prima facie reason for believing that depositors are 
any less deserving of free banking services at the hands of a banking 


industry whose chief customer is the government than they were when 


tus to MB banks derived nearly all of their revenue from private borrowers. 
fiscal The proposals under consideration appear to have their basis in a 
COno- questionable conception of the nature of bank lending—namely, that 


the setting up of bank deposit credit to the government is a mere 
service’ operation for which a payment should be made which covers 
nly the direct transaction and risk costs incurred by the banks in 
exchanging their credit for that of the government.® The inference 
that interest payments to the banks involves an unnecessary element 
{ “subsidy” arises primarily from neglect of the fact that such pay- 


ction ## ments are, for the most part, based not on the direct operational or 
aring ® risk cost to the banks of setting up and allocating deposit credit to the 
‘nted 


government, but rather on the cumulative real cost of vesting in the 
rnment command over present as against future goods. In other 


a words, the costs of bank credit creation are essentially the same as those 
are fe borne by the individual saver-lender. 

arge The very circumstances under which banks create deposit currency 

a and make it available to the government provide the clue to the reason 

why interest received by the banks is a payment for services whose 

Phe sts are resolvable into the same real costs for which the individual 

saver-lender is paid. When the government (or any other customer) 

rrows newly created money from the banking system, it is the public, 

the ctuality, which, through the agency of the banking system, does the 

= real lending. The government (or other borrowers) can obtain bank- 

“1 reated money only when banks can create it; they can create it only 

le the extent that recipients of checks (drawn against lending banks) 


refrain from presenting them for cash, i.e., lend back to the banks that 


D) 

“a hich the banks lend to the government (or other borrowers). Recipi- 

1e sor Whittlesey’s doubts as to whether there is economic justification for con- 
- the present policy of paying interest on government debt acquired by the banks 
: to be predicated on this theory. He says: “As holders of government obligations, 
st redit operations of banks are only indirectly related to the productive process. And 


1 acquiring obligations of the government in exchange for their own, banks can hardly 
said to provide credit of a higher quality than that which they receive.” Hence he 
ludes that “the economic functions that were generally regarded as of primary im- 

rtance in entitling them to a share in the income of society have for the most part 

peared.” Whittlesey, Am. Econ. Rev., Vol. XXXIV, No. 1, suppl., p. 251. 
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ents of checks will refrain from presenting them for cash, i.e., lend thy 
amounts involved back to the banks, only when there is an advan 
in doing so; there is such an advantage when price free, or Partly free 
custodial and checking facilities are provided by banks to depositors 
and when the banks offer interest on time and savings deposits. (Cys. 
todial and checking facilities constitute a species of interest paid by the 
government, or other borrowers, through the medium of the banking 
system, to depositors whose savings, in turn, are made available 
through the medium of the banking system, to the government, or 
other borrowers.) Therefore, the price of bank credit, regardless oj 
who pays it, must cover the cost to the banking system of lending and 
continuously servicing (via interest payments or the real equivalent) 
the pool of time and demand deposits the growth of which is a simul. 
taneous and integral part of the process of credit creation. Such differ- 
ences as may exist between the interest income of the banks and the 
value amounts of the services and interest paid to depositors are 
justified by the fact that banks relieve depositors of the trouble, expense 
and risks involved in lending and investing their funds.* 

It is highly doubtful that the portion of bank operating expenses now, 
in effect, borne by the government could be shifted to depositors (via 
service charges) without destroying the banking habits of the public. To 
argue that depositors would absorb this burden is tantamount to argu- 
ing that there has existed a very rich potential source of revenue which 
banks have heretofore simply neglected to exploit. There is scant 
reason for accepting such a view. On the contrary, resistance to the 
present modest service charges on depositors’ accounts suggests that 


“Whether net interest is defined as a phenomenon of liquidity preference or time prefer- 
ence, there is an underlying real (subjective) cost entailed when individuals alienate their 
claims to goods. The aggregate amount of this cost varies directly with the length of time 
for which the claims are alienated, and the lender demands a reward proportional to the 
real cost incurred during the period of the transaction. This fact is not altered when the 
banks serve as intermediaries which provide the depositors (the real lenders) with the 
form of money in which (because of its superior convenience) they wish to embody their 
claims against the community. 

Of course, so long as paper money remains a medium whose injections continue to satisfy 
liquidity preference, interest is not a socially inescapable cost of government deficit spend- 
ing. But from the point of view of private economy, foregoing liquidity entails a real and 
inescapable cost for which an interest premium must be paid if “money” is to be obtained 
from individuals and private institutions on any voluntary contractual basis. Hence, 
interest-free bank credit would require a considerable measure of coercion if not outright 
nationalization of banking. 

The question of socialization of banking and credit lies beyond the direct interest of 
this paper, but, as may be inferred from the arguments herein presented, it is doubtful 
that resort to socialization of banking, in order to avoid paying the liquidity premiums 
demanded by hoarders of existing money reserves, would, in itself, yield any real fiscal 
advantage to the government. 
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revenue possibilities in this direction are quite limited.* If we assume 


at half of the total earnings of banks, from loans and investments, is 
‘rived from interest premiums on government securities—probably 


I not materially at variance with the existing state of affairs—it is 


difficult to believe that banks could boost service charges to sufficiently 
high levels as to produce aggregate earnings in amounts that would 
ibstantially offset the loss of interest on government securities. The 
required service charge increase, eight- or tenfold, would surely be out 
the question. Hence, if service charges—accompanied perhaps by 
‘tal elimination of interest on time and savings deposits—were 
upon to compensate banks for the loss of interest payments now 
eived from the government, it is all but inconceivable that depositors 
would continue to codperate with the banks in the manner and to the 
extent required to preserve the present system of bank credit creation.° 

Failing this codperation, it would, of course, be impossible to shift 
the greater part of the burden of meeting the operating costs of banks 

.on to the depositors.” Hence, an attempt to shift the burden in 
juestion from the government to the banks would probably result in an 
enforced reversion to the economically inferior and socially more costly 
monetary practices of the past, or possibly the development of unen- 
umbered substitute facilities. In either case, the probable monetary 
lisorganization and its attendant social costs would very likely out- 
weigh the fiscal advantage which is sought. If this be a correct view, 
there seems to be little theoretical justification for doubting that banks 
as custodians of the public debt . . . are performing a service that 
warrants the compensation they are receiving for it.” (Italics added.) 

It is difficult to follow the logic of the expressed and implied views 
that banks exact undue rewards from the government when the prices 
ind yields of their government securities are determined, directly or 
indirectly, by market conditions.’ If it be true that “the economic 
functions of banks that were generally regarded as of primary im- 
portance in entitling them to a share in the income of society have for 


+ + 


“It will be recalled that service charges have accounted, in recent years, for a maximum 
5 per cent of total bank earnings. See Federal Reserve Bulletin, May, 1940, p. 398; 
1943, p. 500; May, 1944, p. 448; and Annual Report of the Federal Deposit In- 
uwrance Corporation for the Year Ended December 31, 1943, p. 98. Even more striking 
the fact that, for the year 1943, bank income from service charges amounted to only 
y ts per $100 of demand deposits. See the above-cited FDIC Report, p. 99. 

‘Incidentally, it is an interesting question how much of the approximately 26 billion 
lars of currency now in circulation is being hold out of banks because of the existing 
ns on bank competition for deposits (demand and time) and because of the 
ingness of many people to pay the service charges exacted by most banks nowadays. 
Let it be recalled that the government can fix either the price of its securities or the 

f interest which they bear; but, under any given conditions, it cannot do both. 
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the most part disappeared,” it is pertinent to ask why competition has 
failed, or cannot be relied upon, to bring about the appropriate banking 
economies and changes in the amounts and sources of the needed 
revenue to maintain the banking system. Only on the assumption that 
imperfect competition prevents the appropriate cost-price relationships 
can it be argued that radical modification of existing sources and 
amounts of bank income is needed to enable the government to escape 
an unduly burdensome interest bill. 

It must be conceded that local circumstances do, in accordance with 
the theory of monopolistic competition, give rise to artificially high and 
inflexible interest rates. In fact, it is notorious that interest rates in the 
interior and rural areas of the country are, in large measure, conven- 
tional and non-competitive. But the same thing cannot be said of the 
large urban money markets. Especially, in regard to the market in 
government bonds, it cannot be denied that, on the demand (investors’ ) 
side, the competition—which is nation-wide and bank industry-wide— 
is about as unrestricted as that to be found in any important industry 
in the country. Country banks which wish to invest in securities enjoy- 
ing a nation-wide market are compelled to meet the terms set by com- 
petitive factors in the money centers in which nation-wide money 
supply and demand forces are focused. Moreover, in the nation-wide 
securities market, commercial banks are exposed to competition with 
every kind and class of non-bank investor. If there is imperfect compe- 
tition in the market for government securities, it exists on the side of 
and redounds to the advantage of the government which, as the only 
source of supply of government bonds, is of course in a monopoly 
position.® Hence theoretical considerations warrant the conclusion that 
any undue social cost of such imperfectly competitive pricing as occurs 
in the banking industry rests on its private customers rather than on 
the government which enjoys the economic advantage of virtually 
unlimited competition in the sale of its securities.® 

* By virtue of this fact, national monetary policy is capable of producing more or less 
arbitrary alterations of nominal interest rates and, hence, security prices; but such altera- 
tions are brought about not by price fixing in the usual sense but by administrative 
changes in certain economically significant legal and economic data which bankers do not 
control and to which they react competitively. In other words, open market operations, 
regulation of reserve requirements and rediscount policy serve not to make the competi- 


tion among banks less perfect but rather to alter the operational conditions under which 
they compete for investment business. 

*For reasons largely ulterior to fiscal considerations, the government, during the past 
decade, has offered its securities to the banks on terms which, under the circumstances, 
have been slightly more favorable to the banks than the market probably required. At 
least, this is a legitimate inference for one to draw from the fact that banks (even 
allowing for padding) have regularly readily oversubscribed Treasury offerings, in conse- 
quence of which the Treasury has informally rationed the distribution of its offerings 
among the banks. However, if such a policy results in any appreciable subsidization— 
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Moreover, there is no discernible reason for doubting that competi- 
‘ion among banks can be relied upon to force a price on government 
redit which covers no more than a minimum proportion of the joint 
osts of operating the banking system. Because the costs of providing 
‘he government with credit are admittedly less than those incurred in 
providing credit to private customers, one would expect a differential in 
the prices of the two kinds of credit. That happens to be the case, as is 
revealed by the striking difference between interest rates on commercia! 
oans and the yields on government securities. The differential is 
sufficient to suggest the probability that the “shift” in the primary func- 
tion of the banking industry has resulted in competitive reductions in 
interest rates on governments to such an extent as to yield the banking 
industry little more than the direct costs involved in servicing the re- 
sulting new deposits, leaving most joint costs to be covered by income 
from private loans and investments. Certainly, there is scant evidence 
that competition has failed, during the past decade, to prevent bank 
exploitation of the United States Treasury.’® In so far as cost is an 
acceptable criterion for determining the compensation which banks 
leserve for creating and lending credit to the government, can any 
better dispensation be devised than that provided by the market? 


[his suggests the interesting problem of how, if imterest payments 
were abolished on bank-financed deficits, one would go about determin- 


is doubtful—the government could easily revise the situation henceforth by selling 
nding and net new offerings to the highest bidders. To the extent that this has not 
», the explanation is doubtless to be found in the probability that such a policy 
be attended by certain fiscal and non-fiscal disadvantages which outweigh the 
ble fiscal advantages. 

well known, the yields on bank-held government securities have ranged from 0 
to a maximum of a little over 2 per cent per annum during the past decade. 
ts likewise have, until recently, been unprecedentedly low. For the years from 
1941, inclusive, the net profits per $100 of total capital accounts of FDIC affiliated 
were, respectively,—$5.49, $3.35, $8.35, $5.97, $4.68, $5.99, $6.08, and $6.72. (See 
innual Report of the Federal Deposit Insurance Corporation for the Year Ended Decem- 
1 11, p. 57.) Since the outbreak of the war, the great increase in the volume of 
assets, due to the rapid expansion of business activity and—more importantly— 
government financing via the banking system, has naturally brought about enhance- 
f bank earning. For the years 1942 and 1943, respectively, net current operating 
s of FDIC affiliated banks were (before taxes and charge-offs) $9.45 and $10.80. 
vet profits after charge-offs and taxes were, for the same years, $6.26 and $8.58, respec- 
vely. (See Annual Report of the Federal Deposit Insurance Corporation for the Year 

1 December 31, 1943, p. 37.) 
ile, on the face of things, the rate of return realized during the last year or two may 
» be more than adequate, in actuality it probably is not in view of the fact that 
ymputed on the basis of bank capital accounts whose total amounts, relative to 
either assets or liabilities, is subnormal and, from the point of view of responsible private 
:, of questionable adequacy. In any case, there is no available evidence that present 
bank profit rates, before or after taxes, etc., are in excess of those being realized by 
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dustry generally. 
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ing the precise form and rate of compensation which it would be Proper 
to pay the banks for providing deposit currency and other banking 
services to the government. There is no apparent reason to believe tha; 
a service-charge method of compensation would result in appreciable 
savings in government debt costs if competition were permitted to 
determine the amounts to be paid to the banks. On the other hand. jj 
competition were not allowed to fix the price of bank services to the 
government, there would surely arise an economically delicate and 
politically sinister task of arbitrarily determining to what extent ap 
enforced reorganization of the banking system is to be brought abou 
in consequence of the withdrawal of government financial support. Per. 
haps it can justly be said that a part of the existing banking system is 
“redundant’”’—in some ideal economic sense—and, hence, that it might 
well be reorganized on a less decentralized and more economic basis. 
However, in the nature of the problem, generally acceptable criteria, 
not to mention practical means, for imposing the appropriate reorgani- 
zation are lacking. Indeed, it is quite likely that the proposed method of 
allowing the banks a “reasonable” service charge (in lieu of interest) 
for their services to the government would create a situation in which 
the government found it politically impossible to enforce any desirable 
economies on the business through the withdrawal of its support. 
Furthermore, since credit creation is a process which occurs through the 
(uneven) actions and reactions of all of the banks comprising the sys- 
tem, would not different banks be affected capriciously and largely 
without reference to their operating costs or economic value to the 
community? So long as the existing money market remains unimpaired, 
it would seem that it can better be left to competition to effect the de- 
sirable economies and appropriate cost allocations in the banking 
business. 


II. The Preémptive and Destructive Effect of Free Finance 
on the Banking System 


A policy of offsetting hoarding by injecting quantities of interest- 
free money would not only deprive banks of needed income during 
depression but also prevent them from enjoying their normal share of 
prosperity during a subsequent business upturn—in so far as drastic 
restrictions on private bank lending were relied upon to prevent in- 
flation. The problem can perhaps be made more explicit by the following 
formulation. 

If, for the purposes of analysis, one makes the legitimate assumption 
that, during an initial prosperity period, the volume of bank credit 
reached its maximum non-inflationary or equilibrium limit at (say) 5° 
billion dollars, and that, because of competition, net earnings of banks 
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were then comparable with those in other lines of business, imterest-free 
‘overnment borrowing of any portion of this (presumably deflated and 
snused) credit potential, during a subsequent period of depression, 

1ld pro tanto recreate the money supply which, ceteris paribus, it 
would be possible or permissible for banks to lend during a subsequent 
prosperity period. The issuance of interest-free money during depres- 
jon would require that the government retrieve this portion of the 
oney supply pari passu with the expansion of private bank credit as 
full employment is approached—unless either the volume of private 
bank credit (and, hence, bank earnings) is to be restricted to the de- 
oression level or inflation is to be invited. Since virtually everybody 
bjects to inflation, the choice would be between a fiscal policy calcu- 
lated to extinguish the interest-free money injected previously or a 

licy which (perhaps by imposing drastic reserve requirements) is 
bearing private bank credit needed to sustain the banking system.” 
Obviously, in the former case, the expected tax saving would largely be 
set at naught and, in the second case, the possible tax saving could 
scarcely be considered a net social gain. 

Apart from the damaging consequences of unusually drastic reserve 
requirements, it is more and more being recognized that the lending 
power of banks is impaired by a deficit spending policy which has the 
simultaneous effect of increasing deposits and, thereby, decreasing bank 

pital ratios. This has been one of the unfavorable results of the kind 

f deficit finance policy pursued during recent years. Because of low 


earnings, banks have, until recently, found it difficult to attract addi- 
tional capital or to make adequate provision out of earnings for the 
maintenance of their capital ratios.’* Obviously, this problem would be 


In principle, the necessity of choosing between these two alternatives is recognized 
ments of the 100 per cent money reform, although many of them think that as 
mpensatory income as banks deserve could be obtained from service charges. 

\s it is frequently formulated, the 100 per cent reserve plan would require the banks 
irrender the portion of the federal debt which they hold in exchange for an equivalent 
nt of printing-press money and, to preclude possible inflationary credit expansion, 

e basis of the new currency, reserve requirements would be raised (ultimately) to 100 


per cent. Thus the plan would have the effect of terminating the government’s obligation to 
pay further interest on and the principal of a large portion of its existing debt. 


As is to be inferred from the preceding analysis, the 100 per cent money plan would 
ly prove to be subtly confiscatory of the interests of bankers and, perhaps in part, 
ted interests of depositors as well. In any case, it should be noted that the fiscal 

1 be a non-recurring one, i.e., the fiscal windfall resulting from the terms of the 
to the 100 per cent system could be realized only once. Other things remaining 
ime, further retirement of government debt via interest-free fiat issues would invite 


Because of the fact that the decline in capital ratios in recent years has been ac- 
ed by a great increase in bank holdings of government securities on which banks 
rrow at the Federal Reserve, the view has gained currency in some quarters that 
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egregiously aggravated by a policy of interest-free deficit financing, Tp 
this extent also, the ability and willingness of banks to meet the legit. 
mate capital requirements of private business during a business yp. 
swing might be seriously weakened. For the foregoing reasons, it seems 
quite certain that a policy of offsetting hoarding by interest-free multi- 
plication of the money supply would have severely adverse or destruc. 
tive effects on the earning power, social efficiency, profits and basic 
security of the banking system, not merely during the depression but 
also during the subsequent period of induced prosperity. 


III. The Politics of Quasi-Free Functional Finance 


An essential principle of “functional finance” is that “Taxation 
should . . . be imposed only when it is desirable that the taxpayers 


there is no longer a need for the maintenance of the same capital ratios which were once 
deemed necessary. This seems to the writer to be an untenable view. First of all, up until the 
year 1943, total bank capital accounts declined relative to total assets exclusive of United 
States obligations. (See annual reports of the FDIC.) In respect to bank assets other 
than governments, a sound banking system still requires that some minimum capital 
ratio be maintained. The writer would go further and say that, even in respect to govern- 
ment obligations which, of course, involve a minimum of risk of default, there is still 
reason for the maintenance of capital ratios at something like the 10 per cent minimum 
level heretofore insisted upon by the banking authorities. With bank investment accounts 
heavily loaded with government obligations which yield considerably less on average than 
1.5 per cent per annum, only a small break in bond prices is required to wipe out the 
capital of many banks. Of course, as long as the government adheres to the policy of per- 
mitting banks to carry government obligations at cost or par, a fall in bond prices would 
not constitute a threat to bank solvency except in the unusual case of banks which might 
be forced to sell bonds in a depressed market or forced to borrow extensively from the 
Reserve banks in the face of persistently unfavorable operating conditions. 

It should be emphasized, however, that the valuation advantage now enjoyed by banks 
is founded upon nothing more substantial than the present (unprecedented) policy and 
hence is subject to change upon the discretion of those charged with responsibility 
for banking policy. Moreover, it is difficult to see how continuation of this policy 
can be reconciled with the more important desideratum of maintaining a responsible 
private banking system capable of bearing the risks of private capital financing. Finally, 
it should be remembered that the vaunted liquidity of government obligations rests not so 
much on intrinsic qualities as on the prevailing monetary policies. The conditions which 
are likely to cause a fall in bond prices are also likely to necessitate a reversal of the 
government’s easy money policy if inflation is to be avoided. In any event, should bond 
prices fall, the alternatives would appear to be the exposure of an inherently less secure 
banking system to exceptional hazards or the continued adherence to a monetary policy 
incompatible with the exigencies of inflation control. Hence, the fact that the Reserve 
banks stand ready at present to make advances at par on depreciated government securities 
cannot be accepted as justification for indifference to further deterioration in bank capital 
ratios. 

See Abba P. Lerner, “Functional Finances and the Federal Debt,” Social Research 
(February, 1943). Also see “The Economics of Control,” (New York, Macmillan, 1944), 
chap. 24, by the same author. 

Interestingly enough, it may be said that those who advocate the 100 per cent money 
system, together with interest-free issues for the purpose of and to the extent necessary 
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|] have less money to spend, for example, when they would otherwise 


nd enough to bring about inflation.”** Since it is assumed that in- 


jJation would come only after “full employment,” the obligation to pay 
terest need be no more than a mere nominal burden until full em- 
nlovment is reached. As long as unemployment persists, funds to finance 
-ompensatory spending and pay interest on the accumulating debt 
ight be raised by borrowing.** But, if it is assumed that government 
ending will sooner or later induce dishoarding, together with an 
ompanying threat of inflation, the logic of functional finance requires 
that the government raise not merely the amount of revenue which 
balances current expenditures, but also enough additional revenue to 
recapture (and thus permit withdrawal of) the redundant portion of 
the money supply.*® 
The foregoing considerations suggest that grave political dangers 
would attend a policy of quasi-free functional finance. Recent studies 
ive served to establish the fact that American political and fiscal 
institutions are ill-adapted to the task of manipulating expenditures and 
taxes in the manner and on the scale contemplated by the theory of 
functional finance.*® The administrative difficulties inherent in a com- 
pensatory budget system would likely be multiplied manyfold as a 
result of public resistance to taxes were it understood that the govern- 
ment does not have to pay interest on, or (perchance) even the principal 


ng some price level, are also, in principle, advocating functional finance. For 
‘ing confirmation of this, compare Professor Henry Simons’s recent article, “On 
t Policy” (Jour. Pol. Econ., Vol. LII, No. 4 [Dec., 1944], pp. 356-61), and Professor 
\. P. Lerner’s works cited above. The essential difference (apart from the 100 per cent 
feature) relates to the criterion by which the amount of new money to be introduced 
lrawn) is to be determined. 
f permanent stagnation is assumed, it is theoretically possible that the government 
| indefinitely finance its deficits, in whole or part, by borrowing on whatever terms 
ed necessary—and without entailing any real burdens. This policy would likely be 
lisruptive of justly vested interests, the state of business confidence and the induce- 
to invest than would a policy of interest-free spending of new money. Therefore, 
er the assumed conditions of secular stagnation, little need for or advantage could be 
ted from a policy of free functional finance. 
“Contrary to generally held opinion, repayment of the national debt is not necessarily 
ry. Unless the government raises more money through taxation than it disburses 
g a given period, and unless it hoards or extinguishes the excess, the retirement of 
ic debt through taxation merely transfers existing purchasing power, leaving its total 
nt unaltered—assuming, as would normally be the case in a full employment economy, 
the demonetization, via repayment, of the bank-held portions of the debt is ac- 
nied by the simultaneous monetization of corresponding amounts of private debt. 
nce, any circumstances which require that the government retrieve excess purchasing 
1 taxation require levies exceeding those needed merely to transfer currently needed 
es to the government. 
e.g., Chas. C. Abbott, “Administration of Fiscal Policy,” Harvard Bus. Rev. 
Autumn, 1944) 
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of, its debts. In the face of an inflation threat, or the need to Pave the 
way for the banks to realize a due measure of income from the monetiz. 
tion of private credit, public officials might stoutly insist that higher 
taxes are necessary to extinguish the monetized non-interest-bearing 
national debt; but, in the light of experience, one can scarcely be opti. 
mistic about the willingness of the public to accede to any substantia) 
increases in taxes merely for the purpose of enabling the government ty 
retire part of the money supply from circulation. 

Even if the principle of taxation for deflation were to command 
general support, it would by no means solve the inevitable problem of 
whose money is to be taken (in taxes) for retirement from circulation. 
Whenever tax bills are under consideration, it is the tendency of every 
group to seek tax immunity for itself and the imposition of the required 
taxes on other groups. Can it be doubted that powerful impetus would 
be given to this tendency, with disastrous consequences, if it were 
understood that the taxes to be imposed were needed not to service the 
debt but purely for the purpose of combatting what the public would 
surely consider an abstract, hypothetical danger—namely, a possible 
inflation or the possible inability of the banks to survive under the exist- 
ing restrictive conditions? The entire probability is that opposition to 
taxes would steadily mount simultaneously with demands for pro- 
gressively larger subsidies, bonuses, pensions, doles, public works 
and other expenditures. Existing restraints on fiscal irresponsibility 
would dissolve and very likely bring on economic chaos. 

It is no sufficient answer that these dire consequences might be 
escaped by giving the monetary authority plenary power to fix, at 
certain intervals, the maximum amount of permissible government 
expenditures and impose whatever taxes might be deemed necessary to 
prevent inflation and preserve a proper measure of private business 
opportunities for the banks. If the monetary authority were endowed 
with independent, “non-political” status, it is doubtful that it could 
long retain it. The public would not supinely acquiesce in the (often 
necessarily) disagreeable decisions and policies of the monetary av- 
thority. Through its national legislative representatives, the public 
would surely demand that the authority be shorn of its “bureaucratic” 
power to decide such vital issues as who is going to pay how much in 
taxes and how much is to be spent during any given fiscal period. The 
fact is that social restraints on selfish aggrandizement are necessary i! 
the sense of individual responsibility is not to be destroyed or fatally 
corroded. In the field of fiscal policy, the necessity of “raising” money 
by means of taxation or borrowing, on pain of paying interest, imposes 
a salutary and necessary restraint which would be lost under the 
proposed system of financing. 
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ave the i IV. Conclusion 

ree S Th ysis of this paper leads to the conclusion that there is little 
~ oer ae + in the arguments for the abrogation of, and the substitution of 

” payments for, the present system of interest payments on bank- 
Cc 


vernment deficits and debts. Specifically, it has been shown 


ant the circumstances of bank-credit creation constitute an effec- 

an tation of the argument that banks unwarrantedly encroach on 
government’s prerogative of creating and regulating the currency; 

ey ?) the present system of government borrowing from the banks does 

i t entail cessive or undue cost burdens for the government or the 

sen payer; (3) the substitution of a service-charge basis of compensating 

very MM bank for their “services” of creating and handling bank credit in 

uire f of the government would not yield any net social advantage; 

ra 4) the financing method in question would be subversive of 

_ ic discipline and fiscal responsibility. Under the most favorable 

ls stances, the political dangers are far too serious to be compen- 

rs by any prospective saving in tax burdens. In fine, the most practi- 

| equitable method of financing “functional” (or other) deficits 

~ debts is the orthodox one of borrowing at the rate of interest which 

adh ay require. 
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THE RAILWAY LABOR ACT AND 
RAILWAY LABOR DISPUTES IN WARTIME 


By HERBERT R. NortTHRUP* 


I. Introduction 


That President Truman should use railway labor legislation as ; 
model in asking a law to curb strikes should not be surprising. For mor 
than fifty years labor relations in the railway industry have been subjec: 
to federal regulation.‘ The 1934 amendments to the Railway Labor ac: 
of 1926* represent the climax of the evolution of public policy toward 
collective bargaining on the railroads. The results of this federal regu. 
lation have met with the highest commendation. After only one year 
of experience as the chief administrative agency of the amended act 
the National Mediation Board reported that the act expressed “a model 
labor policy based on equal rights and equitable legislation.” Testify- 
ing before a Congressional committee, former Secretary of Labor, 
Frances Perkins, declared that “the Railway Labor act embodies the 
fullest and most complete development of mediation, conciliation, 
voluntary agreement and arbitration that is to be found in any law 
governing labor relations” and that the “administration of the Railway 
Labor act . . . is an outstanding example of effective administration oi 
a labor law.”* Many students of labor relations have confirmed these 
official views.° 

An examination of the reasoning behind this viewpoint, however, 
reveals no careful analysis of the provisions of the act or of the decisions 
and awards of the National Mediation Board and the National Railroad 
Adjustment Board, the agencies which administer it. The sole criterion 
used by proponents of the act is the strike record in the industry. They 


* The author, a visiting member of the economics departments of Columbia and New 
York Universities, gratefully acknowledges several penetrating suggestions by Dr. B. M. 
Stewart and Professor Lois MacDonald. 

* For early railway legislation, see C. O. Fisher, “Use of Federal Power in Settlement of 
Railway Labor Disputes,” Bull. No. 303, U. S. Bureau of Labor Statistics, 1922; and 
H. D. Wolf, The Railroad Labor Board (Chicago, Univ. of Chicago Press, 1927). 

748 U. S. Stat. 926 (1934). 

* First Annual Report of the National Mediation Board, 1935, p. 1. 


*Hearings before the Committee on Commerce, U. S. Senate, 75th Cong., 3rd sess. 
on S. 3078. Pt. 10 (Washington, Supt. Docs.), pp. 968-99. 


*E.g., H. D. Wolf, “Railroads,” in How Collective Bargaining Works (New York, 
Twentieth Century Fund, 1942); H. S. Kaltenborn, Governmental Adjustment of Labor 
Disputes (Chicago, Foundation Press, 1943), chap. III. 
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the other hand, there have been several studies® and court 

ions’ adversely critical of the procedure and awards of the National 

ad Adjustment Board, which has jurisdiction over disputes aris- 

the interpretation of collective agreements that have not 

resolved by union-carrier grievance machinery. In other studies,” 

the present writer has raised questions concerning the manner in which 

National Mediation Board has defined the bargaining unit; and 

erning the Mediation Board’s apparent disregard for the rights of 

sroes who have been deprived of long-held jobs by agreements, 

ted with the aid of the Mediation Board, between carriers and 
nions which admit only white workers. 


Scope of this Article 


Critics of the Railway Labor act, however, have thus far confined 
mselves to particular phases of the administrative machinery of the 
ind, like the proponents of the act, have made no investigation of 
ults of the operation of its disputes machinery. This article surveys 
ore important railway dispute cases which have occurred since 

+1 and draws certain conclusions from the manner in which they were 


ndled. Since the period 1941-45 was an emergency period and in- 
cludes only a portion of the history of the Railway Labor act, the con- 
lusions may not apply to operations under the act in normal times. On 
the other hand, the extent to which the Railway Labor act met the test 
{ the emergency period is of real significance if its procedures are to 


itive Procedure In Government Agencies, S. Doc. 10, Pt. 4, 77th Cong., 1st 

11; L. K. Garrison, “The National Railroad Adjustment Board: An Unique Ad- 
itive Agency,” Yale Law Jour., Vol. XLVI (1937), pp. 567-98; W. H. Spencer, 
tional Railroad Adjustment Board (Chicago, Univ. of Chicago Stud. in Bus. 
Vol. VIII, no. 3, 1938); note, “Judicial Review of Awards by the National 

id Adjustment Board,” Vale Law Jour. Vol. LI (1942), pp. 666-73; and S. H. 
ter, Union Policies and Industrial Management (Washington, Brookings Inst., 1941), 


Nord v. Griffen, 86 F. (2d) 481; cert. den., 300 U.S. 673 (1937), in which the 
ite court said: “The trial below and this appeal do not involve the merits of the 
They involve solely the question of whether the appellee is to be bound 
ler of an administrative board in a proceeding to which he was not a party, 
a hearing of which he had no notice. The mere statement of the proposition 
sive of its soundness. The rights of the plaintiff are protected by the Fifth 
For a list of supporting cases, see National Collective Bargaining Policy 
York, The Industrial Relations Counselors, 1945), p. 86, note 41 
bert R. Northrup, “The Appropriate Bargaining Unit Question Under the Rail- 
Labor Act,” Quar. Jour. Econ. Vol. LX, No. 2 (Feb., 1946), pp. 250-69; and Or- 
i Labor and the Negro (New York, Harper, 1944), pp. 58-62. 
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wiierely observed that industrial peace prevails on the rails and 
tributed this condition to the Railway Labor act and its adminis- 
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be used as a model for labor legislation of wider application; for it is 
precisely in times of emergencies and stress in labor relations the; 
effective labor adjustment machinery is most essential. 


II. Railway Labor Disputes, 1941-45 
The 1941 Wage Movement 


In the early summer of 1941, the standard railway unions served 
demands on the nation’s railroads for substantial wage increases, The 
five operating unions requested a 30 cent per hour increase; the four. 
teen nonoperating unions, a 30 per cent increase, paid vacations, ané 
an increase of the minimum rates for unskilled workers from 36 cents 
to 70 cents, and for skilled workers from 85 cents to $1.15. After 
negotiations broke down, the National Mediation Board proffered its 
services, and when mediation failed, the Board suggested arbitration, 
The carriers agreed, but the unions rejected this procedure. After a vote 
taken by the unions showed more than 90 per cent in favor of strike 
action, the Mediation Board notified the President that an emergency 
existed and he immediately appointed a five-man emergency board, 
headed by Dean (now Senator) Wayne L. Morse, to hear the dispute 
and report to him. In accordance with the act’s procedure, a possible 
strike was therefore delayed until thirty days after the emergency 
board reported. 

The Morse report, issued on November 5, 1941, recommended in- 
creases of 7.5 per cent for operating employees, of 9 cents for the non- 
operating groups, and of 714 cents for Railway Express Agency em- 
ployees. In addition, the nonoperating group was awarded one week's 
vacation with pay and certain other adjustments were recommended for 
the short-line roads. All adjustments were to be on a temporary basis, 
to be effective September 1, 1941, and to terminate December 31, 1942, 
unless extended by agreement of the parties. 

The carriers accepted the recommendations, but the unions found 
them completely unsatisfactory. Their leaders hurried to Washington 
to see the late President Roosevelt and other officials in the Adminis- 
tration and Congress in order to urge a more favorable settlement. The 
five operating unions set December 5-7 for a nation-wide strike; the 
nonoperating group set no strike date, but announced that it would 
refuse the recommendation none the less. 

Attempting to avoid a stoppage, the President conferred with the 
parties on November 18 and 19. In a move which was totally without 
precedent under the Railway Labor act, the President reconvened the 
emergency board and in effect suggested to it that a different set 0! 
recommendations should be submitted. This time, the emergency board 
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' ed as a mediation panel, instead of a fact-finding body, and, with the 
'S thet HE. ced aid of pressure from the President, secured an agreement satis- 
Sactory to the unions. It provided for increased vacations, a 10.5 per 

se to operating employees, and a 10 cent per hour increase 
Pio the nonoperating groups, including Railway Express personnel. 
Moreover, these adjustments were made permanent. The carriers were 
lified with promises of increases in passenger and freight rates, 


“ which the Interstate Commerce Commission soon put into effect.° 
four. rhus President Roosevelt was able to avert a nation-wide rail strike 
ka scheduled for Pearl Harbor Day. By so doing, however, he assisted the 
oe | unions to reject a recommendation arrived at by means of the 
After isputes machinery which had been established largely at their behest. 
7 . Toledo, Peoria and Western Strike 
we [he first major strike which faced the National War Labor Board 
trik lved railway employees. Train and engine service workers on 
enc e Toledo, Peoria and Western Railroad were called into strike on 
ard December 28, 1941, by the Brotherhood of Railroad Trainmen and the 
pute Brotherhood of Locomotive Firemen and Enginemen. The strike was 
sibk the culmination of a long-standing dispute involving principally the 
xncy [question of whether working rules in effect on other roads should be 
troduced on the Toledo, Peoria and Western. The Mediation Board 
in was unable to resolve the dispute either by mediation or by voluntary 
10n- irbitration, although the brotherhoods, which had originally refused 
em- the latter procedure, consented to it after Pearl Harbor. The carrier 
ak’s demanded the appointment of an emergency board, but refused to arbi- 
for trate, and not éven the President could induce it to agree otherwise. 
sis Faced with such defiance, the President on March 21, 1942, ordered 
4) the Toledo, Peoria and Western taken over by the government and 
perated by the Office of Defense Transportation. The brotherhoods 
nd called off the strike, the strikers were reinstated in their jobs, and an 
on irbitrator was appointed by the War Labor Board. When the president 
‘the carrier refused to appear, the arbitration hearing was conducted 
1 his absence. On September 23, 1942, the War Labor Board issued 
e i directive order putting the arbitrator’s award into effect with certain 
Id modifications, and providing further that the Toledo, Peoria and 
Western should be continued under government operation until such 
1e time as the carrier executed agreements with the brotherhoods contain- 
It ing the terms of its directive order.*° 


, [t should be noted that in the Toledo, Peoria and Western case the 


tory of this case is found at 9 LRR 54, 252, 273, 296, 363, and 366. 
10 LRR 41, 73, 113, 145, 631; 11 LRR 216, 337 
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provisions of the Railway Labor act were not followed to conclusion 
After the Mediation Board failed to obtain an agreement to arbitrate 
no emergency board was appointed. The Office of Defense Transport. 
tion proposed arbitration, but to no avail. The United States Coneilia. 
tion Service then intervened. When it failed to achieve results, th 
Secretary of Labor certified the case to the War Labor Board, whic) 
directed arbitration under Section 8 of the Railway Labor act, although 
that act provides only for voluntary arbitration,’ and although Execy. 
tive Order 9017 which created the War Labor Board provided (Par, 7) 
“Nothing herein shall be construed as superseding or in conflict with 
the provisions of the Railway Labor Act... .”” 


The National Railway Labor Panel 


On May 21, 1942, President Roosevelt issued Executive Order 97}? 
creating supplementary machinery to handle railway labor disputes 
during the emergency.** The order established a nine-man panel from 
which emergency boards of three persons could be set up whenever a 
union—not a carrier—declared, or the chairman of the panel found, 
that war production was threatened by an emergency railway labor 
situation. 

Executive Order 9712 neither amended nor supplanted the Railway 
Labor act. It reaffirmed the purposes and procedures of the act, but 
supplemented it “in order to adjust the policies and procedures under 
said Act to the requirements of the war emergency.” It proposed to ac- 
complish this in two ways. First, it provided for the appointment of 
emergency boards without such appointment being conditioned on the 
holding of affirmative strike votes, the setting of strike votes, or the 
certification to the President by the Mediation Board that substantial 
interference with commerce was threatened; and, second, it gave e- 
clusive jurisdiction of railway labor disputes to railway labor agencies 
and thus sought to avoid jurisdictional disputes between them and the 
War Labor Board, such as occurred in the Toledo, Peoria and Western 
case. 

“That arbitration under the Railway Labor act may not be perfectly voluntary even 
in peacetime is indicated by the United States Supreme Court in the case Brotherhood 
of Railroad Trainmen vy. Toledo, Peoria and Western Railroad Company, 321 US 0 
(1943), in which an injunction granted to the railroad to prohibit certain actions 0! 
the striking unions which had led to violence, was dissolved because the railroad did no! 


exhaust the peaceful settlement procedures—i.e., arbitration—which the Norris-LaGuardis 
act, according to the court, requires for the granting of an injunction. 

* On October 1, 1945, following the end of hostilities, the T.P. & W. was returned t 
private ownership. No agreement was reached between the carrier and the unions be 
forehand, however, with the result that a strike was called which has since continuec 
in effect, and which has resulted in death and bloodshed. 

* The text of the order is found at 10 LRR 443. 
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In establishing the National Railway Labor Panel, the President 
‘ollowed the traditional American practice of treating railway labor 
ferently from other industrial groups. In this instance, not only was 
cial agency created, but settlement was provided for purely on a 


oncilis. sp 

“gen voluntary basis (except in so far as public opinion might be compelling). 
} which Emergency boards under Executive Order 9712, as those under Section 
Ithough 10 of the Railway Labor act, merely made reports and recommenda- 
Execy. tions. They received no authorization, such as was conferred on the War 
Par. ? Labor Board, to settle disputes by “directive orders.” Hence they 


ct with iid be repudiated without technically defying a government war 


Executive Order 9299 


On September 18, 1942, the fifteen nonoperating railway unions 


Spute served notice on the carriers that they desired substantial wage in- 
| from reases. Negotiation and mediation broke down, but before an emer- 
ever gency board could be appointed from the National Railway Labor 
found Panel, a controversy arose as to whether the award of a panel would be 
lab subject to review by the National War Labor Board in accordance 

with the Stablization act which became law on October 2, 1942. The 
il way riers favored and the unions opposed any such review by the War 
t, but Labor Board. The latter won their point with the President. On 
under February 4, 1943, he issued Executive Order 9299, which provided 
LO ac- awards of boards appointed from the National Railway Labor 
nt of Panel would become effective within thirty days after their issuance 
nt inless and except to the extent that the Economic Stabilization Di- 
rt rector shall otherwise direct.’”*® Executive Order 9299 further pro- 
intial ded that all voluntary wage adjustments concerning carriers subject 
E er: to the Railway Labor act were removed from the jurisdiction of the 
ncies War Labor Board and placed under the direction of the chairman of 
1 th the National Railway Labor Panel, who was instructed to process them 
ter! in accordance with the Stabilization act. 


2-43 Nonoperating Case 


Soon after the issuance of Executive Order 9299 an emergency board, 
headed by Professor I. L. Sharfman, was appointed to hear the non- 
perating unions’ wage case. Hearings were still in effect on April 8, 

43, when the President issued Executive Order 9328*°—the hold-the- 


of course, W.L.B. orders were only “advisory.” To all but certain extrem- 
ver, the W.L.B. order was a command to be obeyed 
t is found at 6 War Lab. Rept. V. 
found at 7 War Lab. Rept. VII. 


if 
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line order. The Sharfman board adjourned its hearings in an attempt ty 
examine the effect of Executive Order 9328 on the deliberations and aj 
in an attempt to settle the dispute by mediation. Finally, on May 2 
1943, the board issued an award granting the unions an 8 cent gener 
increase and indicating that, since its proceedings commenced prior jy 
its issuance, Executive Order 9328 was not taken into account. 

The carriers filed a protest with Judge Vinson, newly appointed )). 
rector of Economic Stablization, maintaining that the award was cop. 
trary to stabilization principles. Judge Vinson set it aside on June 2) 
1943, stating that the award violated the Little Steel formula, but the 
some increases were warranted on that basis, and others to the lowe 
paid workers on the basis of “substandard” wages.*’ Judge Vinsop 
attempted to reconvene the board, but Professor Sharfman refused 
saying he had no authority to rehear the issues. Dr. William M. Leiser. 
son, chairman of the National Railway Labor Panel, also declined tp 
reconvene the Sharfman board. 

Meanwhile, the unions protested bitterly against Judge Vinson’s act 
and took steps to circumvent it. They declared that President Roosevelt 
had actually urged them to accept the award of the Sharfman board 
before Vinson set it aside. They also induced the carriers to agree to pay 
the 8 cent general increase “‘subject to any existing requirement of law’ 
and then arranged for the introduction in Congress of joint resolutions 
providing that they should receive the 8 cent general increase, the 
stabilization laws to the contrary notwithstanding. This resolution 
passed the Senate on December 9, 1943, by a vote of seventy-four to 
four, with Senate Majority Leader Barkley and (then) Senator Tr- 
man leading the fight in behalf of the unions. Before the House oi 
Representatives acted, however, the President, by Executive Order 
9328, appointed a new emergency board headed by Judge Shaw to 
reéxamine the whole wage question. In so doing, the President acted not 
in accordance with the Railway Labor act, but pursuant to his war 
powers. 

The Shaw board reéxamined the evidence and recommended in- 
creases varying from 10 cents per hour for the lowest paid to 4 cents 
per hour for the highest paid, in accordance with the principles laid 
down by Judge Vinson. The unions, however, rejected this award. Then 
in January, 1944, after the President had taken over the railroads to 
avert a nation-wide strike of the operating unions and had awarded those 
unions extra compensation “in lieu of overtime pay,’’* he made 4 
similar award to the nonoperating unions. The carriers and these unions 


“ Opinion of Stabilization Director, 9 War Lab. Rept. XII. 
* See below, pp. 332-34. 
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tempt t thereupon reached agreement on increases varying from 9 to 11 cents 
and al ner hour. Although this meant that all the nonoperating workers re- 
May 2 -eived greater increases than were originally awarded by the Sharfman 
Senery board and which he had rejected, Judge Vinson approved this settle- 
Prior ty nent arranged by the President.*® 

ited Di. The Die Case 

ras Con. As early as 1937 the Brotherhood of Locomotive Fireman and En- 
wake ginemen and the Brotherhood of Locomotive Engineers had set forth 
ut that separate demands for a change in the methods of payment of engineers 
lower 


ind firemen working on diesel engines and for the employment of addi- 
tional crew members on diesels. The controversy was postponed for 
various reasons and was finally heard by a board of the National Rail- 


Vinson 


efused 


Leiser- 1y Labor Panel, which issued its report on May 24, 1943. The report 
mre nied most of the requests of the unions for new methods of payment 
. would have resulted in substantially increased wages; denied the 
as tempts of either the firemen or the engineers to force the employment 
44 f additional helpers on diesel engines, a demand which would have 
doa reated thousands of featherbedding jobs if it had been granted; and 
oO pm) vided that in those instances where a second man or helper was to 
i Tan be employed on diesel engines in accordance with previous agreements, 
uton such persons should come from the ranks of the firemen rather than 
: the the engineers, thus ending a jurisdictional dispute of long standing. The 
ution board did grant a few of the unions’ demands which, in effect, created 
oon new job classifications and higher wages for engineers and firemen who 
Tru. are employed on the heaviest type of diesel locomotives, and made other 
a minor adjustments. 
- The railroads were satisfied with the report of the emergency board 
- which had based its decision on thirty-nine volumes of evidence as well 
- as numerous exhibits, briefs, etc. Mr. D. B. Robertson, president of 
he the Brotherhood of Locomotive Firemen and Enginemen, however, was 
an quite displeased and he proceeded to Washington to confer with Presi- 
6: lent Roosevelt. On May 29, 1943—just five days after the emergency 
y <7, 
ie board had made its report—Mr. Roosevelt wrote J. J. Pelley, president 
"he i the Association of American Railroads, in part as follows: 
nen 
Is t | am advised that the Emergency Board report is quite unsatisfactory to the 
nee therhood of Locomotive Firemen and Enginemen and that some of the 


ngs before the Senate Committee on Interstate Commerce, 78th Cong., 1st sess., 
nS. J. Res. 91; and Hearings before House Committee on Interstate and Foreign Com- 
e, 78th Cong., ist sess., on S. J. Res. 91 and H. J. Res. 187 (Washington, Supt. Docs., 


Both contain a complete account of the dispute, including reports of the Sharfman 
Shaw boards, except for the final terms of the settlement, which are found at 13 


=| 
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most important questions have not been resolved. As you may well unde, 
stand, I have not had time to study the report in detail. I am anxious 
however, that in these troublesome times everything possible and fair—by 
within the National Policy—be done to dispose of management-labor disputes 
without in any way interfering with the full and adequate prosecution of oy 
war program. 

This situation suggests the advisability of arranging a joint conference oj 
management and employee representatives for the purpose of endeavoring {) 
resolve the points in question. Will you be good enough to initiate steps t) 
bring about such a conference or, if this does not come within your function; 
will you please see that it is referred to the proper representatives of th: 
Carriers. I understand that Mr. Robertson, President of the Brotherhood o' 
Locomotive Fireman and Enginemen, is prepared to enter into such a joint 
conference. 


On June 5, 1943, Mr. Pelley replied in part: 


It is noted that the Emergency Board report is not satisfactory to the 
Brotherhood of Locomotive Firemen and Enginemen and that, according to 
the advice reaching you, some of the most important questions have not been 
resolved and a further joint conference is suggested. Candor compels me to 
say, however, that a careful study of the report indicates that all questions 
involved in the dispute were definitely resolved by the Board, and ther 
would, therefore, be nothing to consider in a joint conference except ques 
tions which were clearly and definitely disposed of. 

We will appreciate, of course, and share with you your anxiety that in 
these troublesome times everything possible and fair—but within the Na 
tional Policy—be done to dispose of management-labor disputes without in 
any way interfering with the full and adequate prosecution of our war pro- 
gram. Therefore, in view of your understanding that Mr. Robertson, Presi- 
dent of the Brotherhood of Locomotive Firemen and Enginemen, is prepared 
to enter into a joint conference, and, in accordance with your request thal 
one be held, this is to advise that I will be glad to immediately arrange to 
have such a conference initiated and at as early a date as possible. 


As a result of the conference suggested by the President, the carriers 
agreed to substantially more increases than the emergncy board had 
rcommended, and these became effective upon approval by the chairman 
of the National Railway Labor Panel on August 29, 1943.7° 


1943 Operating Case 


Early in 1943 the five operating brotherhoods made demands for 4 
30 per cent general increase and other concessions. When mediation 
failed, it was agreed to postpone the appointment of an emergency 


* The entire record of this case has been published in two large volumes by the 
Eastern Carriers’ Committee, New York. 
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ll unde:. Ee board until the completion of the diesel and nonoperating cases. Conse- 
Anxious quently, the board appointed to hear the case, which was headed by 
air—by ludge ey was not ready to make its report until September 25, 1943, 
disputs MP 3; which time it recommended a 4 cent general increase for operating 
crews. 

i Not only did the operating brotherhoods reject this award, but, 
oo a ‘erming it an “insult,” they began plans for a nation-wide strike. At 
stens | this point President Roosevelt intervened and, failing to mediate, 


offered to arbitrate the dispute personally. Two of the five unions—the 
Brotherhood of Locomotive Engineers and the Brotherhood of Railroad 
Trainmen—accepted this offer and called off their strike plans, but the 
other three—the Brotherhood of Locomotive Firemen and Enginemen, 
the Order of Railway Conductors, and the Switchmen’s Union—all 
rejected his offer. Whereupon, on December 27, 1943, the President, by 
executive order, took over the railroads in order to avert the threatened 


NCtions 
Of the 
hood of 
a joint 


tot stoppage.” 
“es The President promptly awarded one week’s vacation with pay and 
Deen 


an additional 5 cent per hour increase to the members of the trainmen’s 
and engineers’ unions. He stated that the latter was compensation for 
the fact that railroad crews often had to spend time away from home; 
and also compensation for the fact that railroad employees were not 
covered by the provisions of the Fair Labor Standards act, which pro- 


hat in vide for time and one-half after forty hours’ work in any week.” 

e Na- The same award was offered to the firemen, the conductors, and the 

out in switchmen, and they shortly accepted it, with some minor administra- 

te tive modifications. The railways were then returned to private owner- 
resl- 


pared 
t that 
ge t 


The Pacific Electric Railway Case 


The Pacific Electric Railway Company, a subsidiary of the Southern 
Pacific system, and a carrier within the meaning of the Railway Labor 


had hould be noted that President Roosevelt did not take over the railroads under 
‘man ions of the War Labor Disputes act of June 25, 1943. His authority to do so was 
ear since Section 2 (c) of that law excluded railways from the definition of “war 
ntractor.” Consequently, he acted pursuant to the same 1916 legislation by which 
President Wilson took over the railways in 1917. Had President Roosevelt acted under 
War Labor Disputes act, his action in granting additional adjustments to the carriers 
i apparently have violated Section 4 of that act which required government operation 
or 4 ling to conditions previously in effect. 
tior \pparently the President did not consider that most railwaymen do not spend time 
ney from home; and that the effect of such absences has long been considered in de- 
2 mining wages. The President apparently also did not take note that many rules 
ired by the brotherhoods already provided more generous over-time compensation prior 
the 


his award than is required by the Fair Labor Standards act. 
~ See 13 LRR 142, 517 and 545 for a history of this dispute. 
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act, is engaged principally in transporting interurban and local city 
passengers and interline and local freight in the Los Angeles metr, 
politan area in which the Los Angeles Railway Company also Operates, 
The Los Angeles Railway is not, however, covered by the Railway 
Labor act. The two systems serve the urban area of Los Angeles jn 


common, although the Pacific Electric is primarily a freight carrier wit) 194 
much more extensive operations covering three additional counties. Th: fact 
manner in which labor relations on these neighboring carriers have been 
handled during the war illustrates the difficulties of duplicate agencies jy Th 
the labor relations field. I 
In May, 1943, an emergency board appointed from the Nationa Ch: 
Railway Labor Panel awarded increases of approximately 13 cents El 
per hour to the operating employees of the Pacific Electric Railway wa 
Company. During the same period, the Los Angeles Railway Company the 
and the union of its employees applied to the War Labor Board for a to 
voluntary 10 cents per hour increase. On July 19, the W.L.B. denied int 
the application of the Los Angeles Railway Company. On the same day, wa 
Judge Vinson, after first extending for thirty days the time limit for ev 
the effective date of the Pacific Electric emergency board award, te- of 
duced it from 13 cents per hour to 3 cents per hour, on the basis of 
comparable rates paid by the Los Angeles Railway Company. Pe 
The actions of Judge Vinson and the War Labor Board precipitated or 
stoppages on both carriers. The president of the Brotherhood of Rail- ef 
road Trainmen, whose union is the representative of the Pacific Li 


Electric’s operating employees, visited Washington and consulted with 
Vinson’s superior, Justice James F. Byrnes, then Director of War 
Mobilization. Justice Byrnes appointed a fact-finding committee oi 
three judges to survey the whole West Coast transit situation. On 
September 10, 1943, this fact-finding board submitted its report which 
called attention to the increased workload on various urban transit 
lines. On the basis of this report, the War Labor Board reconsidered 
the case of the Los Angeles Railway Company and approved a 5 cents 
per hour increase and certain other adjustments which had previously 
been denied. Since the procedure of the National Railway Labor Panel 
provided for no means of reconsideration, President Roosevelt, by 
Executive Order 9379, issued pursuant to his war powers, appointed 
a new emergency board. It reconsidered the Pacific Electric case and 
recommended an additional 5 cents per hour which Judge Vinson 
approved on October 24, 1943. 

The adjustments on these neighboring lines did not end here, how- 
ever. In September, 1944, the War Labor Board established its “work- 
load” bonus system for urban transit lines and, pursuant thereto, 
employees of the Los Angeles Railway Company received bonuses 0! 


a 
a 
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cal city 5 to 7 cents per hour. The see-saw continued when, effective January 1, 
Metro. 1045, a board of the National Railway Labor Panel awarded the 
erates emplovees of the Pacific Electric Railway Company 5 cents per hour 


ail way based on President Roosevelt’s award to the operating crews of the 


eles jp ‘andard railways after he had taken over the railroads in December, 
er with 1943: and an additional 3 cents per hour, apparently in lieu of the 
eS. The fact that no W.L.B. workload bonus was available to them.** 


e been 
The Chicago-Milwaukee Interurban Cases 


IClEs Ip 
In Chicago a situation exists similar to that in Los Angeles. The 
tional Chicago, North Shore and Milwaukee and the Chicago, Aurora and 
cents Elgin electric railroads have been designated carriers within the Rail- 
ailway way Labor act; and by means of wage increases secured pursuant to 
npany the procedure of the act, the employees of these lines have been able 
for 3 to boost their wages considerably above the wages paid by competing 
lenied interurban transit carriers which are outside the coverage of the act. The 
e day wages on both the North Shore and the Chicago, Aurora and Elgin, how- 
it for ever, are below those paid on standard railroads, which is the wage goal 
d, re. of the employees of these interurban lines. 
sis of An emergency board appointed from the National Railway Labor 
Panel awarded these employees increases of 16 cents per hour, but 
tate on July 9, 1943, the same day on which the award was to go into 
Rail- effect, Judge Vinson reduced it to 14 cents on the grounds that the 
acific Little Steel formula would not permit a greater amount. The following 
with year a second emergency board gave these employees an additional 
War 5 cents based on the award that the President gave to the operating 
e of unions after he took over the railroads in December, 1943. 
On The Brotherhood of Railroad Trainmen and the Brotherhood of 
hich Locomotive Firemen and Enginemen, who represent these employees, 
ansit then called strikes in protest against the meagerness of the latter 
ered award. The strikes lasted for two weeks, after which the unions 
ents accepted the award and the employees returned to work.** Soon there- 
usly after, the unions set in motion machinery to start the case all over 
anel again. 
by “Los Angeles Railway Corp., 12 War Lab. Rept. 252; Pacific Electric Railway Com- 
ited pany: Opinion of Economic Stabilization Director, 11 War Lab. Rept. VIII; Local Transit 
and Bonuses, WLB Press Releases Nos. B-1751 and B-1751a, September 15 and 22, 1944; 
son R port to the President by the Emergency Board Appointed Pursuant to Executive 
id Order 9172 to Investigate Dispute between Pacific Electric Railway Company and Cer- 
‘ain Operating Employees, 1944; and Report of the Special Committee to Investigate 
Ow- Transit Systems of the Pacific Coast Area, 1943. 
rk- * Ci icago, N.S., and Milwaukee Ry. Co.: Opinion of Stablization Director, 9 War 


Rept. XV; Report to the President by the Emergency Board Appointed Under 
Section 10 of the Railway Labor Act to Investigate Disputes Between Chicago, N.S., and 
M. Ry. Co., et al., 1944; and 15 LRR 363. 
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The Bingham and Garfield Case 


On November 8, 1944, President Roosevelt appointed an emergency 
board to prevent a strike by members of the Brotherhood of Loco. 
motive Firemen and Enginemen on the Bingham and Garfield railway 
an Utah carrier engaged principally in ore transport. The union: 
major demand was that a “fireman,” or helper, be added to the carrier’; 
electric switch engines in the interest of safety. The board found tha 
the demand was a “featherbedding” request. Safety, it found, could 
not be involved since over a twenty-year period only one accident had 
occurred, and that involved neither death nor personal injury. During 
this period, the Bingham and Garfield had transported 344,000,000 
tons of ore. Hence, the emergency board recommended that the union 
request be denied. The Brotherhood of Locomotive Firemen and En- 
ginemen refused to accept the board’s recommendation, and made 
plans to strike, with the result that President Roosevelt took over the 
railroad for the duration of the war.” 


The Amendment to the Stabilization Act of 1944 


Not only were the railroad unions successful in overriding the 
attempts of Judge Vinson to veto wage increases which he found to 
contravene wage stabilization policy, but they also succeeded in re- 
moving the jurisdiction of the stabilization office over awards of emer- 
gency boards appointed either from the National Railway Labor Panel, 
or pursuant to Section 10 of the Railway Labor act. At their behest, 
a rider was passed to the Stabilization act when it was renewed in 
June, 1944, which reads: 


In any dispute between employees and carriers subject to the Railway 
Labor Act, as amended, as to changes affecting wage or salary payments, the 
procedures of such Act shall be followed for the purpose of bringing about 
a settlement of such dispute. Any agency provided for by such Act, as 4 
pre-requisite to effecting or recommending a settlement of any such dispute 
shall make a specific finding and certification that the changes proposed by 
such settlement or recommended settlement are consistent with such standards 
as may then be in effect, established by or pursuant to law, for the purpose 
of controlling inflationary tendencies, Where such findings and certification 
are made by such agency, they shall be conclusive, and it shall be lawful for 
the employees and the carriers, by agreement, to put into effect the changes 
proposed by the settlement or recommended settlement with respect to which 
such finding and certification were made.?” 


* Report of the Emergency Board Appointed Pursuant to Section 10 of the Railwo) 
Labor Act to Investigate Dispute Between Bingham and Garfield Railway Compan) 
and its Employees, etc., 1944. 


* Pub. Law No. 383, 78th Cong., Sec. 202. 
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[June 

\ situation analogous to that created by this rider would have 
existed if Congress had enacted a law providing that the recommenda- 
‘jon of a panel appointed by the War Labor Board could have been 


rgency 


Loco, legally accepted and put into effect by the parties, regardless of 

way, -hether the WLB or the Stabilization Office considered it to contra- 

ee vene wage stabilization policy, so long as the panel certified that the 

“pale -ecommendation did not do so. 

d that 

could The Illinois Central Case 

— On May 24, 1945, President Truman appointed an emergency 

" me, board pursuant to Section 10 of the Railway Labor act in order to 
re vert a threatened strike on the huge Illinois Central System by the 

ia Brotherhood of Locomotive Firemen and Enginemen. The emergency 
x board found that the trouble was essentially a jurisdictional dispute 

ri etween the above named brotherhood and the Brotherhood of Loco- 
Lue 


motive Engineers over the seniority status of demoted engineers and 
promoted firemen, although it also involved a claim which had been 
submitted to the National Railroad Adjustment Board by the firemen 
ind then withdrawn “with prejudice” to a further submission. 


; the After noting that the jurisdictional question could have been settled 
d to by recourse to the Adjustment Board except for an agreement among 
pa the unions not to submit jurisdictional claims to that agency, the 
oo emergency board recommended a compromise settlement. As to the 
“an second issue, the emergency board found that a withdrawal “with 


prejudice” of a case from the Adjustment Board foreclosed further 
idjudication. 

Dissatisfied with the report, the Brotherhood of Locomotive Fire- 
men and Enginemen called a strike for August 24, 1945. At this point, 
John W. Snyder, Director of War Mobilization and Reconversion, 
intervened, and called the parties and the emergency board to Wash- 
ington in an attempt to mediate the dispute. When mediation failed, 
President Truman ordered the railroad seized, and the union called 
off the strike. Thus the first industrial establishment seized to avert 
. strike after war came and the first after war ended in both instances 
were railroads.” 


III. Concluding Remarks 


The record of labor adjustment under the Railway Labor act during 
the war period does not lend much support to those who see in the 
procedures of the act a “model” labor law. Much of the failure of 
the act to maintain industrial peace unaided during the war has been 


"Report of the Emergency Board appointed May 24, 1945 in re . . . Illinois Central 
tem, 1945; New York Times, August 24, 25, 1945. 
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blamed on Judge Vinson. When he modified downward awards of 
emergency boards in the 1943 national nonoperating, the Pacif, 
Electric, and the Chicago-Milwaukee interurban cases, he was widely 
criticized for alleged unwarranted interference with the tried and try 
procedures of the Railway Labor act. There is no doubt that he acteg 
without either diplomacy or a proper consideration of the delicate 
tensions inherent in labor relations, especially by his method of issuing 
his directives almost at the moment before an award would have 
automatically gone into effect. 

If, however, it be granted that Judge Vinson acted without tact, it 
must also be granted that he acted in accordance with the law. As he 
pointed out, “The Stabilization Act of October 2, 1942, does not 
exempt railway employees or . . . say that all wages are to be stabilized 
except those of railway workers. . . .”*? And Executive Order 9299, 
which was issued at the request of the railway unions, which were 
anxious to avoid going before the National War Labor Board, did 
provide that awards of emergency boards were to become effective 
thirty days after their issuance “unless and except to the extent that 
the Economic Stabilization Director shall otherwise direct.” That Judge 
Vinson interpreted this language to mean that he had the same authority 
to require that the awards of railway emergency boards conform to 
the wage stabilization program as he did to require of War Labor 
Board directive orders, is open neither to challenge nor criticism unless 
one believes that railway labor is entitled to benefits and privileges 
not available to other industrial workers. 

Judge Vinson rejected this tenet and attempted to treat all industrial 
workers alike. He was rebuffed by the President who gave the non- 
operating employees more than the original award which Judge Vinson 
had vetoed; and by Congress, which removed the awarded of emer- 
gency boards from the jurisdiction of the stabilization director. 

The charge that Judge Vinson’s directives interfered with the pro- 
cedure of the Railway Labor act must also be placed in its proper 
relationships. True, he modified awards which had been made pursuant 
to the procedure outlined in the act. But both the Economic Stabiliza- 
tion Office and the War Labor Board have modified downward or 
totally disapproved thousands of voluntary wage applications sub- 
mitted by employers and unions where such applications have pro- 
posed adjustments deemed incompatible with the wage stabilization 
program. Many of these applications were the results of agreements 
achieved by mediation by the United States Conciliation Service or 
by state mediation bodies. These disapprovals have caused considerable 


* Hearings before House Committee on Interstate and Foreign Commerce 78th Cong., 
Ist ses., on S. J. Res. 91 and H. J. Res. 187 (Washington, Supt. Docs., 1944), p. 79. 
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rds of nrest and dissatisfaction among the affected employees. Nevertheless, 
Pacific hy y have been considered necessary to combat inflation, and they have 
Widely not resulted in- charges that “procedures” under various federal and 
id true ate mediation services were being improperly interfered with. Again 
acted ‘he basic question was whether railway labor was to receive the same 
elicate ‘ype of special privileges under wage stabilization that it has already 
ssuing -eceived under adjustment machinery and social insurance.*® Judge 

have Vinson declared for equal treatment; the President and Congress 

verruled him.” 
act, it It should be emphasized, moreover, that Judge Vinson did not ini- 

As he ‘ate the overturning of awards of emergency boards, nor did he devise 
S Not any new method of settling disputes under the Railway Labor act. The 
ilized 1041 wage movement set the pattern for the adjustment of railway 
9299 labor disputes during wartime. The railway unions themselves rejected 
were the award of the Morse emergency board, and because of their eco- 
, did nomic and political power, they were able to obtain the aid of President 
Ctive Roosevelt in putting pressure on the carriers to grant additional com- 
that pensation over and above what the Morse board had recommended. 
udge Subsequent cases were handled in a like manner, thus providing con- 
ority siderable evidence that the procedures of the Railway Labor act are 
Mm to effective in maintaining labor peace only so long as they provide results 
abor satisfactory to the unions.*? When the contrary occurs, as it so often 
nless lid during the war, it appears that the awards of emergency boards 
eges re simply rejected and the railway unions make use of their political 

| power to achieve their ends. 

trial These wartime developments should not be surprising. The Railway 
10n- Labor act was conceived by the railway unions and its adoption into 
SON law—particularly the 1934 amendments—stands as testimony to their 
ner political power. What could be more logical than the further use of 

political power by these unions to achieve their desired ends whenever 

TO- the procedures of the act fail to do so? 
per As a matter of fact, governmental adjustment machinery, such as 
ant the Railway Labor act, or protective legislation, such as the Railway 

cs *In regard to social insurance, see R. B. Robbins, Railroad Social Insurance: Favored 
Insurance, Nat. Econ. Problems, no. 405 (New York, Am. Enter- 
ro t is not to imply that special privilege did not go to other groups which were 
on muster considerable economic and political pressure. The experience of the 
its 1 Mine Workers, The Teamsters Union, and the Musicians’ Union might also be 

ng those who were able to secure favored treatment under stabilization. 

va is not to imply that if the railway unions were to demand a 30 per cent increase, 
dle ild reject an emergency board recommendation of any less. To those familiar 


argaining process, however, a recommendation of 18% per cent may be very 
tory to a union demanding 30 per cent, whereas a 10 per cent recommendation may 
factory. 
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Labor act or the Wagner act, or any form of governmental sponsored 
arbitration, either voluntary or compulsory, is not only generally the 
consequence of organized labor’s political power, but it insures continued 
labor activity in the political field. Labor leaders cannot afford many 
adverse decisions from government tribunals without seriously en- 
dangering their positions within the union. They have been selected 
to produce results. If they fail, their constitutents will replace them 
with aspirants who promise success where their predecessors have 
failed. Hence, labor leaders must seek to prevent the appointment of 
unfriendly or even neutral persons to key administrative posts, and 
they must keep up an unending pressure on government labor agencies 
In short, union leaders must develop political machines capable oj 
decisive action in enough instances so as to command the respect of 
elected and appointed officials. These facts have been as well known 
to the conservative leaders of the railway unions for twenty-five years 
as they have been to the more radical leaders of the CIO Political 
Action Committee since the formation of that organization. And it is 
worth noting that in other countries where government supervised 
collective bargaining prevails, e.g., Australia, New Zealand, and 
Sweden, labor is in politics on an even greater scale than in the 
United States.** 

There are other factors which contribute to peace on the rails 
besides effective use of political power by the unions when the results 
of the procedure of the act do not suit them. Government control of 
railway labor relations is merely a part of the entire policy of regula- 
tion, which includes also control of rate setting. Price relief through 
the Interstate Commerce Commission, such as was granted as part of 
the 1941 settlement, cannot be ignored by those who would use 
industrial relations on the railroads as a model for industry generally 

Moreover, the political power of the railway unions is not always 
used against the railroads. The unions and the carriers have many 
aspirations in common. For example, the railway unions have used 
their political power in many states to induce legislatures to put restric- 
tions on the tonnage which trucks may carry. In Congress, the railway 

“Once labor has decided on a political route to achieve its ends, it must of course 
remain in politics to preserve its position and to insure friendly administration. The 
course it takes in politics may vary. E.g., while the CIO-PAC is dedicated to mass politica 
action, the railway unions have favored a policy of judicious “rewarding friends anc 
punishing enemies.” Since the railway unions are located in every state and Congressional 
district, and since their membership has been quite alert in voting in primaries where 
small, cohesive numbers count, they have achieved a reputation for “producing at the 
polls” among Congressmen and state legislators. The success of the railway union is 2t- 
tested by the numerous labor and social laws which have been adopted at their behest 


as well as by the respect in which such an astute politician as the late President Roosevelt 
held them 
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onions have been important political forces behind the adoption of 
legislation as the Transportation act of 1940, the Motor Carrier 
+ of 1935, and the Emergency Railroad Transportation act of 1933, 


| of which have been at least partially aimed at reducing the com- 


nsored 
lly the 
tinued 


all 
I petition which other fields of transportation have given the railroads.** 
lecte More recently, these unions have supported the elimination of land 
then grant rates—the especially low rates which the federal government re- 
. eives on war materials and personnel—and the exemption of the rail- 
a ; from the provisions of the Sherman Antitrust act. The fact that 
Pe nion and carriers often “hunt” together in legislative halls is con- 
lucive to labor peace.** 
le As was noted in the introduction, the period surveyed here is an 
ct emergency one and includes only a portion of the history of the Railway 
? Labor act. One must, therefore, be cautious about generalizing the 
Deore nclusions. Nevertheless, they do have a bearing on such legislative 
itical proposals as the Ball-Burton-Hatch bill and President Truman’s fact- 
it ig finding proposal, both of which are modeled on the Railway Labor act.*° 
Heed In adapting the procedures of the Railway Labor act to industry 
and generally, the proponents of these bills do not appear to have given 
the due considerations to the peculiar legal and institutional framework 
1 which the railroad industry operates. The significance of price con- 
rails trol and union political influence for peace in the railway industry have 
uilts ne satin been ignored. Moreover, the political method of settling 
1 of lway labor disputes during the war lends little weight to the belief 
“" hat facts disseminated to the public through an impartial board would 
usl urb industrial strife. Public opinion does not appear to play the 
Pal decisive role which Mr. Truman would assign to it. During the war, 
“a vhen a strike on the rails would have been catastrophic, unions in a 
ly superior bargaining position could repeatedly ignore the recommenda- 
a tions of railway emergency boards which were supposed to enlighten 
“alt and mobilize public opinion. Judging by the railroad experience, if the 
ate ppointment of such boards becomes a fairly common practice through- 
mm out industry, the public may be expected to take less, rather than more, 
a interest in the procedure. 


Although some controversies are subject to settlement once the facts 


, Ralph L. Dewey, “Transportation Act of 1940,” Am. Econ. Rev., Vol. XXXI, 
Mar., 1941), pp. 17-22. 
Such political aid from union to industry is not confined to the railway industry. 
nions have, e.g., pressed for tariffs to support an industry. 

ence is to S. 1171 (Ball-Burton-Hatch); and S. 1661 and H.R. 4908 (Truman 
all bills of the 78th Cong., 1st sess. Application of these conclusions is, how- 
ulso appropriate to many proposed bills which may become law as a result of the 
t coal strike. For a more detailed discussion, see the writer's article, “A Critique of 

ng Labor Legislation.” Pol. Sci. Quart., June, 1946. 
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are known, it is usually the interpretation of known facts which js » 
issue, and there are likely to be as many interpretations as there ar 
interests involved. Fact-finders, or emergency board members, ay 
therefore generally forced to give due weight to the bargaining powe; 
of the parties if they want their findings accepted. Such “fact-finding 
differs widely from that contemplated by Mr. Truman. 

There is another very real danger in these fact-finding proposals 
Mr. William H. Davis, former chairman of the National War Labo; 
Board, has repeatedly pointed out that unions and employers refused 
to bargain because they thought that they might obtain more from the 
War Labor Board than they could by bargaining. The existence oj 
elaborate fact-finding machinery would likewise influence irresponsible 
elements in both groups to refuse to settle the matters at issue jn 
bargaining in the hope that more might be gained by government inter- 
vention. This would aggravate the strike problem. 

The proposals based on the procedures of the Railway Labor act 
do not offer a short-cut to the millennium in industrial relations. More- 
over, the experience under the act in wartime is replete with evidence 
that the millennium has not been attained on the railroads. It js 
questionable whether there is any substitute for real collective bargain- 
ing by responsible men desirous of reaching agreement; and it is 
certainly doubtful whether responsibility can be inculcated int 
existence by legislation. The attempt to use the Railway Labor act as 
the classic example of “model” labor relations legislation disregards 
the wartime experience and its import.*’ 


* Additional evidence to support the conclusions reached here have been provided by 
events occurring since the late fall of 1945, when this was written. Late in 1945, all the 
railway unions demanded substantial wage increases and rule (working conditions) chan 
The non-operating unions, and the Conductors, Switchmen and Firemen, agreed with the 
carriers to drop their demands for rule changes and to submit their disputes to separatt 
arbitration boards created pursuant to the Railway Labor act. Continuing the | 
split, however, the Engineers and the Trainmen refused to drop their demands for ru 
changes. Consequently, their dispute was heard by an emergency board. 

Both arbitration boards awarded the employees increases of 16 cents per hour. The 
emergency board, on the basis of these awards, recommended a like increase, and except 
for a few very minor ones, remanded the proposed rule changes back to the parties for 
further negotiation. 

The unions were unanimous in condemning the awards and the recommendation. The 
non-operating groups and the Conductors, Switchmen, and Firemen, having agreed t 
accept binding arbitration, accepted the awards in a technical sense only, for they immedi 
ately put into motion the Railway Labor act’s machinery, and ordered strike votes, 


order to back up their new demands. The Trainmen and the Engineers rejected the 
emergency board’s recommendation and called a nation-wide strike to commence 
May 18, 1946. 


After the carriers and the unions had failed to resolve their disputes in new bargain 
conferences in Chicago, President Truman called representatives of both sides to th 
White House and urged the necessity of avoiding a strike. When the impasses continuec 
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yver the railroads. The leaders of the Engineers and Trainmen, however, 
the strike until thirty minutes before it was scheduled to commence. 
nced a postponement for five days. The late postponement came after 
elled, express embargoed, and some union members had walked out, 
,'s transportation system was thrown into a state of confusion. The 
unions made it clear that they postponed the strike only because 
in implied that they would receive additional increases of at least 214 


K 


’s offer, which all the unions but the Trainmen and the Engineers as 


rriers, accepted, was in the form of an outright bonus of 2% cents over 


awards to the eighteen unions which had arbitrated their cases, but was 
to the Trainmen and the Engineers on their waiving the seven minor rule 
the emergency board had recommended. When these two unions refused 
a nation-wide railway strike began on May 23, 1946, and lasted two 
1 the President’s terms as he appeared before Congress to request passage 


strike-control law. 

the carriers have applied to the Interstate Commerce Commission for per 
ease freight rates an average of 25 per cent, and the annual reports of 
nts and the journals of railway unions are calling for additional restrictions 


of transportation in order to “equalize” their competition with the 
cap the climax, the United States Senate, during the two-day railway 
to curb strikes which embodies the mediation and fact-finding 


hi 


f the Railway Labor act! 
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MARX AND ECONOMIC CALCULATION 
By M. M. Boser* 


The integrating principle of economics lies in maximizing satisfac. 
tions by the use of available scarce resources, in man-hours and the 
bounties of nature, as well as in savings resulting in capital. The 
allocation of these resources among the various spheres of enterprise. 
the combination of varieties of one resource with varieties of another 
resource, the substitution of one resource for another, and the division 
of income between consumption and saving, are central in achieving 
maximum satisfaction with the resources at hand. 

Under capitalism the guide to the distribution of resources among 
the channels of economic activity is price, the price of consumer goods 
and the price of the resources, labor, land and capital, in a setting 
of free enterprise and competition. We balance utilities against costs. 
To use a few simple examples, in competitive equilibrium the fact 
that price equals minimum average cost implies that the least expendi- 
ture of resources is incurred to obtain a utility; the assertion that 
the inefficient producer drops out of competition means that the 
producer who uses up more resources than other producers in order 
to get the same result is eliminated; and when a high cost and high 
price are associated with small purchases of a given commodity, the 
idea is that, because a given utility necessitates a large use of re- 
sources, it is enjoyed sparingly. 

It is doubtful whether Adam Smith, Ricardo and their early fol- 
lowers, from whom Marx learned much of his economics, put this 
principle at the heart of economic analysis. To Smith the central prob- 
lem of political economy was efficient production, to Ricardo the 
exploration of the principles of the distribution of income. The place 
of utility was not prominent in their minds. Smith goes no farther 
than to mention that all production is evidently for purposes of con- 
sumption;* Ricardo goes no farther than to state that if goods are to 
be produced at all they must be useful. To Marx economics is pre- 
éminently a study of class exploitation in a given society in its evolution 
to the next, higher, social order, and the object of the economics of 
capitalism specifically is the investigation of the principles governing 
the exploitation of the proletariat, the fatal maladies of the system, 
and its dialectic disintegration into socialism and communism. More 


* The author is professor of economics at Lawrence College. 
*Wealth of Nations (Everyman ed.), Vol. II, p. 155. 
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any of his predecessors and even contemporaries, however, he 
< conscious of the problem, in any type of economy, of the dis- 
ution of labor and means of production among the various depart- 

ents of enterprise to satisfy the wants of the community. 
Marx teaches that for Robinson Crusoe and in a capitalist economy 
the controlling principle in the allocation of resources rests on 
r-value; and that, under capitalism, the instrumentality which 
vives effect to this principle is competition. “Chance and caprice,” he 
ays, “have full play in distributing the producers and their means 
f produc tion among the various branches of industry. The different 
eres of production, it is true, constantly tend to equilibrium: for, 
the one hand, while each producer of a commodity is bound to 
luce a use-value, to satisfy a particular social want, and while 
the extent of these wants differs quantitatively, still there exists an 
r relation which settles their proportions into a regular system; 
and, on the other hand, the law of the value of commodities 
ltimately determines how much of its disposable working-time society 
n expend on each particular class of commodities.” This equilibrium, 
he continues, is constantly upset, but there is “an a posteriori, nature 
posed necessity controlling the lawless caprice of the producers” 

y the enduring work of value and competition.* 

However, the law of labor-value presiding over the pages of Capital, 
Volume I, asserts itself merely as a norm. In the developed stage of 
pitalism the “price of production” of Volume III dominates the 
market. The business man seeks a profit on his investment, and 
ipitals of equal magnitudes, whatever their organic composition (7.e., 
the ratio of capital to wages, in terms of labor-time) will have to 
bring equal profits. Otherwise the capital that yields a smaller rate 
{ profit because the labor employed, the source of surplus-value, 
bears a smaller ratio to the capital invested than is the case in another 
branch of industry will migrate to this other branch, until the rate of 


profit is equalized in all productive spheres. The migration of capital 


from sphere to sphere transforms value into price of production.* 


Accordingly we find Marx alluding at times to prices of production 
as controlling the apportioning of resources, although he hastens to 
add that labor-value is the matrix of prices.* To him, “The exchange, 


r sale, of commodities at their value is the rational way, the natural 


of their equilibrium.”® 


Capital, Vol. I (Chicago, Kerr, 1909), pp. 390-91, 88; Vol. III, pp. 213, 226-27, 1026 
bid., Vol. III, pp. 186, 206, 212, 230. 

lbid., Vol. III, p. 745. 

lbid., Vol. III, p. 221. 
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It is worth emphasizing that he had a poor opinion of the Way in abroad, 
which price and competition operate in a capitalist society. Although the rev 
performing, after a fashion, a codrdinating function, price and com. His 
petition are synonymous with anarchy and planlessness, underscoring spect 
the antithesis between the order inside the plant and the chaos oy. 5 mil 
side, in the market at large. The quest for profits is to him antagonistic jeduct 
to production for the “satisfaction of social needs.” The desire {oy ke tl 
gain is a perverting influence, and there is “no necessary but only apital 
an accidental connection between the volume of society’s demand He 
for a certain article and the volume represented by the production of The le 
this article.”® A scheme of production based on the personal calcula. lie 
tions and independent decisions of self-seeking individuals for un. it Ca 
ascertained markets not only breeds maladjustments but has to rely as au 
on “blind laws” to impress some order upon “the lawless caprice o/ nce! 
the producer,” generally through the pressure of competitive self- sara 
interest and periodically through crises. Competition stands for an autho 
archy; it is bellum omnium contra omnes.’ Genuine organization in of tas 
production postulates deliberate collective planning. “The point of nis | 
bourgeois society,” writes Marx, “consists precisely in this, that rche 
a priori there is no conscious social regulation of production.”* an 

In view of his low esteem of calculation under capitalism, his un- tne ¥ 
concern over monopoly and protection as injurious departures from Bu 
the optimum distribution of resources is not to be wondered at. To ian 
him monopoly profit is merely a redistribution of the loot, surplus- .* 
value; what one monopolist seizes another exploiter of labor fails clain 
to pocket. Inasmuch as wages are determined by the irreducible beca 
customary standard of living of the working population—and this is mas 
essentially Smith’s, Ricardo’s and Mill’s theory—if laborers have nis 
to purchase monopolized articles their money wages are correspondingly mat 
advanced. Only if the wage is above the customary minimum will me | 
it fail to rise and the laborers will be hurt by monopoly.® In Marx’s Just 
writings there is no counterpart of Smith’s attacks on monopoly. of | 
Similarly with free trade. It is desired by manufacturers for the oo 
reason that imports cheapen food, so that wages can be lowered and 
profits raised. Marx favors free trade only because it spreads capitalism pla 

ac 
* Ibid., Vol. III, pp. 220, 303, 72: in 


* [bid., Vol. III, pp. 301, 1026; Vel II, p. 196; Vol. I, p. 391. That he is familiar with 
the functioning of price, supply and demand, and competition is clear to any one who 
reads him. See, e.g., Capital, Vol. III, chaps. IX, X, XLI, and Vol. II, pp. 392-93. 

* Letters to Dr. Kugelmann (New York, 1934), p. 74. Cf. Engels, Dialectics of Nature 
(New York, 1940), p. 19. 


* Capital, Vol. ITI, p. 1003. 
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.d. intensifies it at home, and, deepening its antagonisms, hastens 


be revolution.”” 


His reluctance to see in the work of entrepreneurs an organizing 
of production is emphasized by his treatment of profits. To 
mind, profits in the strict sense, that is, the share left after the 
tion of interest and rent from surplus-value, stands for robbery, 
the rest of surplus-value. There is no specific function in a 
‘alist economy for which profits can be claimed as a reward. 
He is familiar with the function of management inside the factory. 
e labor process demands the use of hands and head. The two were 
pplied by the same person in the days of the independent craftsman; 
it capitalist production makes a separation. The workers are treated 
s automatons, while “the knowledge, the judgment, the will” are 
trated in the capitalist. Whenever production is “social” in 
ter, entailing the codperation of many workers, a “directing 
ority,” a “commanding will” is needed to articulate the multitude 
sks in a comprehensive scheme of division of labor. Marx likens 
this function to that of the general of the army or the leader of an 
rchestra.** Too, the employer attends to the purchase of the proper 
iantity and quality of materials and labor; and he takes care that 
e work is performed efficiently.*’ 
But, Marx contends, these functions can be delegated to a hired 
inager for modest “wages of superintendence,” as is the practice 
n workers’ coOperatives and joint-stock companies. If the capitalist 
laims the réle as the guiding genius of production he is doing so 
because he is the owner of capital and, moreover, under false pretenses, 
inasmuch as the tasks which he affects to perform are discharged by 
is managers. “It is not because he is a leader of industry that a 
nan is a capitalist; on the contrary, he is a leader of industry because 
he is a capitalist. The leadership of industry is an attribute of capital, 
ust as in feudal times the functions of general and judge were attributes 
of landed property.” Wages of superintendence and profits proper are 
listinct categories.'® 
Aside from the ordinary work of factory management he sees no 
place for the entrepreneur. He mentions that the costs of running 
i concern based on a new invention are high and that “the first leaders 
in a new enterprise are generally bankrupt,” and only those who 


h on Free Trade, reprinted as. an appendix to Poverty of Philosophy (Chicago, 


eecn 


Capital, Vol. I, pp. 557, 396-97, 363; Vol. III, p. 451. 
lbid., Vol. I, pp. 205, 219. 
1, Vol. I, pp. 213-15, 364-65; Vol. ITI, pp. 449-58. 
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buy them out at bargain prices reap profits. “It is, therefore, generally 
the most worthless and miserable sort of money-capitalists who draw 
the greatest benefits out of the universal [7.e., scientific] labor of the 
human mind.”’* But we do not find him voicing the idea that judg. 
ment and risk are involved in the introduction of innovations, and 
that inventions, though they may represent interesting scientif, 
achievements, may not be economical in view of market situations 
On the contrary, inventions are, in his view, merely the gratuitous 
fruit of “social labor.” Discussing the general improvements which 
reduce the cost of the constant capital of a given employer, he ob. 
serves: “Such a development of the productive power is traceable 
in the last instance to the social nature of the labor engaged in produc. 
tion; . . . to the development of intellectual labor, especially of the 
natural sciences. The capitalist thus appropriates the advantages of the 
entire system of the division of social labor.” 

There is likewise no discussion of the business man’s uninsurable if 
risks in introducing new commodities, in formulating long-range plans into 
for his place in industry, in contending with shifts in demand and rege 
costs, and in facing other varieties of uncertainty in a dynamic world, tion 
while his commitments to the hired, borrowed and leased resource: Tw 
are fixed beforehand. The Communist Manifesto pays tribute to the 
enormous achievements of capitalism prior to its maturity, but there 
is no intimation in his writings that the entrepreneur deserves credit 
for such achievements, and that risk-taking is a codrdinating and dy- 
namic function. 

Of a superior character is, to Marx’s mind, economic calculation 
in a communist society. Under capitalism, he teaches, the commodity 
and production dominate society; under communism production is 
brought under “common control as a law understood by the social 
mind,” and “socialized man, the associated producers regulate their 
interchange with nature rationally, bring it under their common 
control, instead of being ruled by it as by some blind power.””* 

The objectives which the “social mind” will aim to achieve are 
two: one, the allocation of labor-time to various industries in accord- 
ance with social demand; and, two, the distribution of the total income 
among the producers in accordance with the labor-time expended 
by them. In both cases value serves as the underlying principle. Says 
Marx: “Only when production will be under the conscious and pre- 
arranged control of society, will society establish a direct relation 


* Tbid., Vol. III, p. 124. 
Tbid., Vol. III, pp. 98, 753-54; Vol. I, p. 422. 
* Ibid., Vol. III, pp. 301, 307, 954. 
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he quantity of social labor-time employed in the production 


) etween th 
 dray lefinite articles and the quantity of the demand of society for 
OF the ther ‘In the case of socialized production” producers receive 
JUudg. ner-checks entitling them to “a share corresponding to their labor- 
» and ime 
tif [he independent handicraftsman or peasant, Marx observes, needs 
Hons no bookkeeping in the management of his affairs, but it is essential 
Itous n capitalist production “for the control and ideal survey (Zusam- 
rhict menfassung) of the process”; bookkeeping is “still more necessary 
in cooperative (gemeinschaftlicher) than in capitalist production.’’*” 
able The bookkeeping, he indicates, will run in terms of labor-time, and 
duc. ie, in labor-time, will endure as the governing principle in the 
the location of labor among the various employments.” 
the In the absence of the capitalist and his claim to a return on the 
investment, value as a guide to the allocation of resources does not 
ole er in a communist society what Marx would call a distortion 
ans into “price of production.” It is to be noted, however, that in this 
9 regard value is even less satisfactory than Marx’s “price of produc- 
. tion.” Among its inadequacies note may be taken of the following. 
a [wo articles may embody equal amounts of labor, but one of them 
- may have required the use of more natural resources, which although 
not the product of labor, are not free goods and must be economized. 
- While of equal value in terms of labor costs these two commodities 
y- must be priced differently to prevent the waste of natural resources. 
Equally, while capital accumulation is going on, 7.e., before saving 
: ind investment become undesirable in a society, and while inventions 


take place, the marginal productivity of capital is greater than the 

irginal productivity of labor. Accordingly commodities with equal 
osts in labor-time may yet differ in the amounts of instruments used 
in their production, and must be valued differently.” 

Marx is not familiar with the marginal analysis although the works 
i Jevons, Walras and Menger appeared ten years before his death; 
ind without marginal analysis a theory of calculation necessarily 
suliers unless criteria unknown to traditional economics are con- 
templated for the new society. He is even unmindful of the intensive 
iltivation of better than marginal land. In a communist society, he 


Ibid., Vol. III, p. 221; Theorien iiber den Mehrwert (Stuttgart, 1905), Vol. II, No. 


"Capital, Vol. II, p. 412; cf., Vol. I, p. 90 

‘Ibid., Vol. II, p. 153. 

[bid., Vol. III, p. 992. 

Lange, “Marxian Economics in the Soviet Union,” Am. Econ. Rev., Vol. XXXV, 
Mar., 1945), p. 132. 


[June 1946) 


states, instead of allowing the value of wheat to equal the labor cos J that it 


350 THE AMERICAN ECONOMIC REVIEW 


of the poorest land under cultivation, the value will be the average fe produc 
labor cost of the wheat, per quarter, raised on the land of all the MM econo! 
different grades.** He does not perceive that it would be more ep. f the 
nomical to use the better grades of land intensively until the marginal § to Ku 


product is the same on all grades. In Marx’s solution, a dollar’s worth portio 
of labor applied to land of lower than average quality will produce les & 
than a dollar’s worth of wheat; and labor will be partly wasted ip 
farming while it could be used where it will yield a dollar’s worth of 
product. 

Some writers are in the habit of citing passages from Marx in which 
he designates value as the criterion of calculation in the future society 
and to conclude that this is his definitive position. But we cannot be 
sure. Doubt is imported from at least two sources: first, passages that 
either repudiate this proposition or throw cold water on it, and, secund, 
certain general considerations. 

First, as to passages. In Die Deutsche Ideologie Marx and Engels 
write in 1845 that supply and demand exert a dominant influence under 
capitalism, but under @ mmunism “the power of supply and demand 
dissolves into nothing.”** In Anti-Diihring, embodying mainly Marx’s 
ideas, and the manuscript of which was read to Marx before publica- 
tion,** Engels specifies that in a communist order “society will also 
not assign values to products.’** Then comes the curious statement: 
“The useful effects (Nutzeffekte) of the various articles of consump- 
tion, compared with each other and with the quantity of labor required 
for their production, will in the last analysis determine the plan. 
People will be able to manage everything very simply, without the 
intervention of the famous ‘value.’ ”** 

It is likely that, engaged as he is on these pages in hair-splitting 
differentiations between labor-time embodied in goods, on the one 
hand, and value as a concept infected with price and exchange con- 
notations, on the other hand, he uses, in the above citation, value in 
this latter sense, denying the existence of the evil connotations under 
communism. The paragraph following this citation, however, is far 
from giving aid and comfort to this suggestion. There Engels reverts 
to value as labor-time, charges that this concept stands for all the 
ugly aspects of capitalism, and at the end of the paragraph pronounces 


™ Capital, Vol. III, p. 773. 
* Marx-Engels, Historisch-kritische Gesamtausgabe (Berlin, 1927-1932), Part I, Vol. 5, 
p. 25. 
*See Engels’s statement in Anti-Diihring (New York, 1939), Preface, p. 13. 
Ibid., p. 337. 
* Ibid., p. 338. 
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‘hat it would be absurd “to set up a society in which at last the 
nroducers control their products by the logical application of an 
a nomic category [value] which is the most comprehensive expression 
4 the subjection of the producers by their own product.” In a letter 
‘ Kugelmann Marx writes that the allocation of labor in definite pro- 
nortions “corresponding to the different needs” is a necessity in any 
system of production, only it changes its form with each particular 
system: and that under capitalism the form in which the distribution 
f labor operates is the exchange value of goods. The implication is 
clear that in the future society the principle of the allocation of labor 
will assume a different form from exchange value.” Finally, we cannot 
inore Marx’s disapproval, in his appraisal of A. Wagner’s Allgemeine 
ler theoretische Volkswirtschaftslehre, of “the presupposition that 
the theory of value, developed for the explanation of bourgeois society, 
has validity for the ‘socialist state of Marx.’ 

Second, there are general considerations casting doubt on Marx’s 
adherence to labor-value as the principle of calculation in a communist 
society, and outstanding among them are his views on division of 
labor, and the distribution of income undér communism. We are 
familiar with his attacks on division of labor under capitalism as 
stultifying human capacities and degrading human dignity.*® There 
vill be none of it in the new order. In their early days Marx and Engels 
write that in a communist system the individual will hunt in the morn- 
ing, fish in the afternoon, rear cattle in the evening, and criticize after 
dinner, without specializing in any one of these occupations.*® Toward 
the end of his years Marx allows Engels, in Anti-Diihring, to insist on 
the same idea. “The old form of division of labor,’ says Engels, 
“must be done away with, above all.” During the working hours each 
person will be given the opportunity to develop his physical and 
mental faculties in all directions. A race of men will be raised who 
will receive comprehensive training in the scientific basis of pro- 
duction and will be given practical experience in many branches of 
production from the first step to the last. To institute division of labor 
in accordance with the natural aptitudes of the worker, and to have 
“porters” and “architects,” is to perpetuate the capitalistic crippling 
of humanity. After half an hour of architecture the architect will 
devote his talents to barrow-pushing. “It is a fine sort of socialism 


" Letters to Dr. Kugelmann, letter of July 11, 1868, pp. 73-74. 
*Quoted by Raya Dunayevskaya, “A New Revision of Marxian Economics,” Am. 
Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), p. 535. 
* See, e.g., Capital, Vol. I, pp. 396, 461. Cf. Adam Smith, Wealth of Nations, Vol. I, 
264. 


“ Die Deutsche Ideologie, op. cit., p. 22. 
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which perpetuates the professional porter!”*’ Marx talks in the san, 
vein on “variation of work,” but in measured language.** 

The implications of this antagonism to division of labor for the 
conception of the optimum employment of resources need no elabora. 
tion. The loss of the advantages of division of labor; the expenditure 
of resources to train each individual in several trades; the huge 
amount of bookkeeping required for the functioning of such a scheme: 
and the incompatibility of the one criterion, production and utility 
with the other criterion, the development of the physical and inte. 
lectual capacities of the worker—these are some of the considerations 
that come to mind. The fact that Marx is unimpressed by such con. 
siderations argues that labor-value is not what he has in mind as 
the guide to the productive organization under communism. 

Of the same order is his principle of the distribution of income. In 
his critique of the Gotha program he makes a distinction between two 
stages of communism. In the early stage, commonly designated as 
socialism and still marked by the imperfections of capitalism, a 
worker is rewarded in proportion to his contribution. He receives 
a voucher to draw on the social storehouse a quantum commensurate, 
in terms of hours, with the labor he had rendered. But this conception 
of right does not appeal to Marx. It is indeed superior to the bourgeois 
idea of right inasmuch as it excludes surplus-value and exploitation: 
but it is still burdened with capitalistic postulates. People are unequal 
physically and mentally. Some can work longer and more intensively; 
and receive greater remuneration although their wants may be smaller; 
while others, married or with larger families, have needs exceeding 
the compensation which they draw for their work. This standard of 
“equal rights” becomes a standard of “unequal rights for unequal 
work,” Marx declares.** 

Accordingly, “In a higher phase of communist society, after the 
tyrannical subordination of individuals in the division of labor and 
thereby also the distinction between manual and intellectual work. 
have disappeared, . . . after the productive forces have also increased 
and all the springs of social wealth are flowing more freely, along 
with the all-round development of the individual, then and then only 
can the narrow bourgeois horizon of rights be left far behind and 


" Anti-Diihring, pp. 320-24, 221-22. 
Capital, Vol. I, pp. 533-34. 

* Critique of the Gotha Programme, pp. 29-30. Already in Die Deutsche Ideologie Marx 
and Engels declare that it is one of the principles of communism to insist that difference: 
in brains do not constitute differences of stomach and physical needs, and that a difference 
in occupation “gives no basis for inequality, for privilege in possession and enjoyment.’ 
Op. cit., p. 526. Italics not mine. 
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cociety will inscribe on its banner: “ ‘From each according to his 

acity, to each according to his need.’ This principle of dis- 

tion would present no difficulties only if all conceivable goods 

vere produced in such abundance as to stand ready to satisfy every 

need” fancied by any one; or if “needs” refer to a minimum of 

requirements supplied in enormous volume. Marx’s allusion 

to “increased” productive forces and wealth flowing ‘more freely” 
ardly suggests such a profusion of goods. 

That he is apt to associate needs for individual development with 
production short of superabundant is seen in a paragraph in Capital, 
Volume III. He assumes a communal society barely emerging from 

italism, in which wages come out of the producer’s product and 

imption is freed from capitalist “limitations” in that it is “ex- 
tended” to the volume “permitted, on the one hand, by existing 
productivity of society . . . and, on the other hand, required by the full 
ievelopment of his individuality.”*° The “full development” of the 
dual is a big order: it postulates production of munificent di- 
mensions, and yet the context suggests no such happy state. 
In general, such a theory of wages or distribution, so long as goods 
not free, takes us far away from the idea of codrdinating economic 
ity as commonly discussed in economics. If wages are not brought 
iccord (in the Marxian scheme) with value and are allowed to 
tuate for a given worker with marriage and divorce, with births 
leaths in his family, and with the imponderable needs of his 
personal development, the manager of a communist plant—when he 
is not fishing or criticizing—is hardly left with a meaningful guide 
for the substitution of one factor for another in seeking the best 
oe of resources, or for the optimum scale of production. 
Cost of production, as a measure of disutility or as a determinant of 
, loses meaning; so does the equilibrium of supply and demand. 

Wi here are we? If Marx had indicated in all the passages dealing 
with the allocation of resources which stage of the future society he 
ad in mind, the socialist or the communist stage, the path to a con- 
lusion would be easier. Instead, with the lone exception of his ob- 
servations on the Gotha program, he refers in such passages to a 
ommunal society generally, without specifying the stage of its de- 
lopment; and we confront a maze of contradictory pronouncements. 
We must rely therefore on general considerations to guide us. We 


384 


know that he harbors an acute dislike of vestiges of capitalism in 


ique of the Gotha Programme, p. 31. The translation has been slightly revised: 


e translation in the Appendix of this same work, p. 109. 
Capital, Vol. Il, p. 1021. 
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the new order, especially where principles of human relations 
concerned; that despite his competent knowledge of the equilibrating 
effects of price he is not well disposed to the functioning of supply 
and demand and the decisions of the market, stressing instead th: i {°' ‘ 
superiority of social planning; and that he is a firm advocate oj Mm te P 
the relativity of distribution, and what we should call justice, to the 9 eve" ' 
prevailing base of productive organization. On this basis one may Mme P"°°: 
venture the following interpretation of Marx’s position. For a pericj fe 2?" 
of time after the fall of capitalism, value will endure as a criterion o; tion. 
the distribution of resources, but as soon as possible, even before the in or 
arrival of the higher stage of communism, other criteria, not defined comp 
by him, should be elaborated. As for present Soviet Russia, it may It sy 
be remarked parenthetically that, in view of the fact that her revo- 
lution came long before capitalism and its productive forces ran their 
full course, Marx would probably hold that the reign of value and 
correlative principles may prevail longer than in a society which 
abandoned capitalism after its maturest development. 
Integral to the problem of the ideal allocation of resources is the 
question of interest. Nowhere in Marx’s writings is there mention that 
interest can be a guide in the use of resources for making consumption 
goods or capital goods, or in balancing present and future enjoyments. 
With reference to timber growing in a communist society, he says 
that the question is “simply how much land the community can spare 
for forestry.”*° Under capitalism, he observes, the upsurge of 
economic activity associated with railway building may be accompanied 
by a crash when activity subsides with the completion of the project. This 
disturbance cannot occur in a communistic régime, where it is “simply” 
a matter of calculating how much labor, means of production, and 
subsistence society “can utilize without injury” for undertakings 
demanding a long period of construction.*’ In a communist economy 
annual deductions will be made from the total product for the expansion 
of industry, but the guide to the magnitudes of resources assigned 
for this additional capital is vaguely referred to as “social need.” 
In one place he mentions that the deduction for this purpose as well 
as for replacement and insurance against natural mishaps “can be 
determined by existing means and forces and partly through the 
calculation of probabilities.”** What he means by “existing means 
and forces” is obscure. That he does not imply interest is evident 
from the fact that he denies its very existence in a communist economy. 


* Ibid., Vol. II, p. 278. 
* Ibid., p. 361. 
“ Critique of the Gotha Programme, p. 27 
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Marx sees no valid reason for interest as a category in distribution 
nder capitalism or communism. Senior is ridiculed for perceiving 
pstinence in capital; and Adam Miiller is dismissed sarcastically 

- suggesting that interest is payment for time.** To term interest 
‘he price of capital is to use “an irrational expression,” because capital, 
even in the form of goods, represents a “sum of values” measured by 

ice; and the phrase “price of capital” accordingly refers to price 
apart from the price embodied in the capital—“an absurd contradic- 
tion” Far from functioning as a unique factor of production, as 
in orthodox economics, capital is to Marx the broad symbol of a 
omprehensive social phenomenon in a definite historical period. 
[t symbolizes “command over the labor of others”; it is a certificate 
sanctioning the levy of tribute. Capital does not represent savings, it 
stands for robbery. If the workers were in possession of all the means 

f production, the concept of capital would disappear together with 

e phenomenon of interest, profit and rent.* 

Interest owes its existence to the fact that there are borrowers and 
lenders of funds; that is, under capitalism, the industrial capitalists 
ind the money capitalists are not the same individuals. The use of 

ney helps to generalize the rate of interest; but even in the absence 

f money interest would endure. Only, “If there were no money at 

there would certainly be no general rate of interest.’** He em- 
asizes, too, that “If all capital were in the hands of the individual 


Capital, Vol. I, p. 654; Vol. III, p. 420. 
“ Tbid., Vol. III, p. 417. However, he himself uses the expression; see ibid., pp. 430-31, 


“ Ibid., pp. 418-19, 207, 597. It is easy to get the impression that Marx is dealing only 
the money-rate, in the short-term money market. However, while in certain chapters 
Marx deals exclusively with this rate of interest, he also has in mind the long-run rate in 
liscussion as a whole. In fact, his treatment embraces all kinds of borrowing and 
In chapter 21, where he develops the essentials of his theory of interest, and in 
‘ter 24 he gives emphasis to the idea of money lending as cloaking the underlying 
aggregate of capital goods which epitomizes the social relations of exploitation, providing 
e surplus-value out of which interest is paid. In chapter 23 he stresses the distinction 
etween capital goods as functioning and exploiting in the reproduction process and the 
ble money as mere ownership. Too, there are corroborating brief statements through- 
» discussion. For instance, his reference to the retired wealthy people living on 
t and commanding part of the supply of loanable money obviously refers to long- 
lending (pp. 425, 599). To calculate the average rate of interest, it is necessary 
mpound the rate which fluctuates through the business cycle and “the rate of 
t in such investments as require loans of capital for a long time” (p. 426). The 
of loan-capital would be identical, he says, with the supply of the “elements of 
tion for the industrial capitalist” if, instead of possessing money, “the lending 
lists were in possession of machinery, raw materials, etc.” which they would lend to 
lustrial capitalists (pp. 609-10). For his ideas on interest before capitalism, see 
ter 36. All the references in this note are to the third volume of Capital. 
l., pp. 495, 605. 
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capitalists, there would be no interest and no rate of interest,” inasmuch 
as borrowing would cease.** Surplus-value arises from the privat; 
ownership of the means of production, interest from the ownership 
of loanable funds. The employer exacts a tribute for the use of th 
former, the money lender for the use of the latter. In both instance: 
the claim is based on ownership, but Marx sees a difference in the 
implications.** Were interest to vanish, surplus-value would not 4. 
minish and profits (in the strict sense) would rise correspondingly 
Preéminently a property attribute, interest will be extinct under com. 
munism alike as an entity and as a habit of thought. 

It is not surprising, therefore, to learn that in Marx’s organon there 
is no determinant of the rate of interest and no “natural” rate oj 
interest. Interest occupies a position at variance with that of price 
wages, profits or rent. These latter are governed by laws which set long. 
run limits to their magnitudes. The fluctuations of the supply of and 
the demand for commodities regulate the deviations of their price 
from the norm. When supply and demand are in equilibrium, “they 
cease to explain anything,” Marx asserts; and it is then that the under- 
lying determinant of value comes to expression—the immanent criterion 
of socially necessary labor or “the price of production” of the revised 
version. The same with wages. The oscillations of the market price 
of labor-power play around the gravitational focus, the value of labor- 
power as embodied in the goods constituting the customary standard 
of living. Further, in the apportionment of wages and profits (in the 
full sense of surplus-value) there is the inherent principle, according 
to Marx, of arriving at unpaid labor by deducting from the value of, 
say, the day’s product the value of labor-power for the day. Similarly 
the dimensions of rent are validated by distinctive considerations gov- 
erning its nature.*° 

Not so with interest. When the supply of loanable money," offered 
by banks, temporarily unemployed funds of business men, or private 
savings, is in balance with the demand for short-term means of pay- 
ment or purchase,*’ or for long-run investments, there is no determinant 
of the rate of interest innate in the necessities of the process of pro- 
duction. At times it can be high enough to absorb all profit, and it 
may fall “to any depth.” It “becomes a matter of arbitrary and lawless 
estimation”; “its determination is a matter of accident, purely em- 


“ Ibid., pp. 443, 445, 435. 

Tbid., pp. 437-48. 
Ibid., pp. 223, 419, 428, 431, 439, 741. 
ibid., pp. 589, 594-96. 


[bid., pp. 601-05. 
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Smuch [ .;-ical.’” In what proportions the lending and investing capitalists 
Drivate vide the surplus-value (aside from rent) is governed by the arbitrary 
ership ' ‘nion of borrower and lender, but principally “directly and indirectly 
Of the - by the proportion between supply and demand,” with the sanction 
tances * “cystom and legal tradition” as a self-asserting background, and 
in the HP +h the average rate of pure profit as a prominent influence.* 

ot 


23, 426-32, 601. 
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THE ECONOMICS OF MINIMUM WAGE LEGISLATION 


By J. STIGLER* 


The minimum wage provisions of the Fair Labor Standards act of 193 
have been repealed by inflation. Many voices are now taking up the cry for, 
higher minimum, say, of 60 to 75 cents per hour. 

Economists have not been very outspoken on this type of legislation. It js 
my fundamental thesis that they can and should be outspoken, and singularly 
agreed. The popular objective of minimum wage legislation—the elimination 
of extreme poverty—is not seriously debatable. The important questions are 
rather (1) Does such legislation diminish poverty? (2) Are there efficient 
alternatives? The answers are, if I am not mistaken, unusually definite for 
questions of economic policy. If this is so, these answers should be given 

Some readers will probably know my answers already (“no” and “yes,” 
respectively); it is distressing how often one can guess the answer given | 
an economic question merely by knowing who asks it. But my personal 
answers are unimportant; the arguments on which they rest, which ar 
important, will be presented under four heads: 

. Effects of a legal minimum wage on the allocation of resources. 
2. Effects on aggregate employment. 

3. Effects on family income. 

4. Alternative policies to combat poverty. 


1. The Allocation of Resources 


The effects of minimum wages may in principle differ between industries 
in which employers do and do not have control over the wage rates they 
pay for labor of given skill and application. The two possibilities will be 
discussed in turn. 


Competitive Wage Determination 


Each worker receives the value of his marginal product under competition. 
If a minimum wage is effective, it must therefore have one of two effects 
first, workers whose services are worth less than the minimum wage are 
discharged (and thus forced into unregulated fields of employment, or into 
unemployment or retirement from the labor force); or, second, the pro 
ductivity of low-efficiency workers is increased. 

The former result, discharge of less efficient workers, will be larger the 
more the value of their services falls short of the legal minimum, the more 
elastic the demand for the product, and the greater the possibility of substi- 
tuting other productive services (including efficient labor) for the inefficient 
workers’ services. The discharged workers will, at best, move to unregulated 


* The author is professor of economics at the University of Minnesota. 
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where they will secure lower returns. Unless inefficient workers’ pro- 


5S wil 


y rises, therefore, the minimum wage reduces aggregate output, per- 


}UCLIVALY 
ION bans raises the earnings of those previously a trifle below the minimum, and 
reduces the earnings of those substantially below the minimum. These are 
edly the main allocational effects of a minimum wage in a com- 
itive industry. 

f 192 ' The second and offsetting result, the increase of labor productivity, might 
V for g me about in one of two ways: the laborers may work harder; or the 
entrepreneurs may use different production techniques. The threat of unem- 
n. It js ployment may force the inefficient laborers to work harder (the inducement 
ular) higher earnings had previously been available, and failed), but this is not 
Nation very probable. These workers were already driven by the sharp spurs of 
Ns are poverty, and for many the intensity of effort must be increased beyond hope 

ficient ‘up to 50 or more per cent) to avoid discharge. 
te for [he introduction of new techniques by the entrepreneurs is the more com- 


f mon source of increased labor productivity. Here again there are two 


“yes 


en t First, techniques which were previously unprofitable are now rendered 
‘sonal profitable by the increased cost of labor. Costs of production rise because of 
) are the minimum wage, but they rise by less than they would if other resources 


ld not be substituted for the labor. Employment will fall for two reasons: 

itput falls; and a given output is secured with less labor. Commonly the 
techniques require different (and hence superior) labor, so many in- 

icient workers are discharged. This process is only a spelling-out of the 

iin competitive effect. 

Second, entrepreneurs may be shocked out of lethargy to adopt techniques 

hich were previously profitable or to discover new techniques. This “shock”’ 
ry is at present lacking in empirical evidence but not in popularity. 


“ _ There are several reasons for believing that the “shock” theory is particu- 
me arly inappropriate to the industries paying low wages. All of the large 
inufacturing industry categories which in 1939 paid relatively low wages 

measured by the payroll of wage-earners divided by their average number) 

ire listed in Table I. A study of this table suggests two generalizations: 

1) the low-wage industries are competitive, and (2) the ratio of wages to 

on total-processing-cost-plus-profit is higher than in high-wage industries. The 
ts competitive nature of these industries argues that the entrepreneurs are not 
are easy-going traditionalists: vigorous competition in national markets does not 
ato attract or tolerate such men. The relatively high labor costs reveal that 
r0- nducements to wage-economy are already strong. These considerations both 
rk strongly against the shock theory in low-wage manufacturing industries 

he n 1939. Since these industries were on the whole much less affected by the 


‘The current extensive and confident uses made of labor productivity indexes seem to me 

/propiate to their ambiguity and inaccuracy. For those who are less skeptical, I may 
nt i that for the period 1929 to 1937, output per worker can be approximated for 9 of the 
ad stries in Table I (using data from S. Fabricant’s Employment in Manufacturing, 1899- 
New York, Nat. Bur. of Econ. Research, 1942]). In 6 of the 9 industries the increase 
r productivity equalled or exceeded that of all manufacturing. 
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war than other manufacturing industries, they will probably be present ; 
the post-war list of low-wage industries. The low-wage industries jn trade 
and services display the same characteristics and support the same adyery 
conclusion with respect to the shock theory.’ 


TaBLeE I.—EMPLOYMENT, AVERAGE ANNUAL EARNINGS OF FULL-TIME Wace 
EARNERS, AND PERCENTAGE WAGES ForRM OF VALUE-ADDED, 
IN Low-WaGE MANUFACTURING INpustTRIES, 1939 


Wage 
Industry Employment | Percent 
Earnings 
| Value Ad 
Men’s and boys’ furnishings 166,945 | $632 52.2 
Canned and preserved foods 134,471 660 28.0 
Cigars 50,897 673 42.0 
Cotton manufactures 409 317 715 51.1 
Fertilizer 18 ,744 730 24.0 
Wood containers 45 ,070 735 47.2 
Women’s accessories 58 ,952 | 740 41.3 
Misc. fabricated textiles 49,242 | 746 | 36.2 
Misc. apparel 38,288 769 45.5 
Rayon and silk manufactures 119,821 779 54.4 
Animal and vegetable oils 21,678 781 25.1 a ( 
Costume jewelry, etc. 25,256 782 | 43.5 
Sawmills, etc. 265,185 810 52.0 ' 
Leather products 280 ,411 847 50.9 . 
| | 0 
| 
All Manufacturing 1,153 36.8 | 
Source: Census of Manufactures, 1939. 
Employer Wage Determination 
If an employer has a significant degree of control over the wage rate he 
pays for a given quality of labor, a skillfully-set minimum wage may increase 9 
his employment and wage rate and, because the wage is brought closer to the 
value of the marginal product, at the same time increase aggregate output wl 
The effect may be elucidated with the hypothetical data in Table II. If the . 
entrepreneur is left alone, he will set a wage of $20 and employ 50 men; 
a minimum wage of $24 will increase employment to 70 men. e 
This arithmetic is quite valid, but it is not very relevant to the question 5 
of a national minimum wage, The minimum wage which achieves these ef 
desirable ends has several requisites: 
1. It must be chosen correctly: too high a wage (over $28 in our example d 
will decrease employment. The accounting records describe, very im- \ 


perfectly, existing employment and wages; the optimum minimum wag' 
can be set only if the demand and supply schedules are known over 2 
considerable range. At present there is no tolerably accurate methoc 


*We should perhaps also notice that, even if the shock theory were of general appli 
cability, the maintenance or increase of employment would require also (1) that demanc 
be elastic, and (2) low-efficiency workers continue to be used with the improved techniques 
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‘ deriving these schedules, and one is entitled to doubt that a legislative 

mandate is all that is necessary to bring forth such a method. 

[he optimum wage varies with occupation (and, within an occupation, 
the quality of worker). 

[he optimum wage varies among firms (and plants). 

[he optimum wage varies, often rapidly, through time. 


TaBLeE DaTA ILLUSTRATING EMPLOYER 
WaGE DETERMINATION 


r Value of the 


| Wage Marginal Cost Marginal 
Rate of a Worker 

10 $12 $36 

20 14 $16 34 

0 16 20 32 

£0 18 | 24 30 

50 20 28 28 

60 22 32 26 

70 24 36 24 

* Or marginal value product, if this is less. 


\ uniform national minimum wage, infrequently changed, is wholly unsuited 
to these diversities of conditions.* 
We may sum up: the legal minimum wage will reduce aggregate output, 


and it will decrease the earnings of workers who had previously been re- 


ving materially less than the minimum. 


2. Aggregate Employment 
Although no precise estimate of the effects of a minimum wage upon 
iggregate employment is possible, we may nevertheless form some notion 
f the direction of these effects. The higher the minimum wage, the greater 


will be the number of covered workers who are discharged. The current 
proposals would probably affect a twentieth to a tenth of all covered workers, 


possibly several hundred thousand workers would be discharged. What- 
ver the number (which no one knows), the direct unemployment is sub- 


stantial and certain; and it fairly establishes the presumption that the net 
ellects of the minimum wage on aggregate employment are adverse. 


This presumption is strengthened by the existing state of aggregate money 
iemand. There is no prospective inadequacy of money demand in the next 


year or two—indeed, the danger is that it is excessive. If the minimum wage 
were to increase the relative share of wage-earners and, hence, the propensity 
to consume—which requires the uncertain assumption that the demand for 
inefficient labor is inelastic—the increment of consumer demand will be 


One can go much farther: even administratively established minima, varying with firm 
nd time, would be impossibly difficult to devise and revise, and their effects on private 
nt would be extremely adverse. 
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unnecessary, and perhaps unwelcome.* (Conversely, the direct unemploymer 
resulting from the wage law would diminish faster in a period of high 
employment.) n Tal 

It is sufficient for the present argument that no large increase in employme; me, 
will be induced by the legislation. Actually, there is a presumption tha ; 
minimum wage will have adverse effects upon aggregate employment, 


3. Wage Rates and Family Income 


The manipulation of individual prices is neither an efficient nor » 
equitable device for changing the distribution of personal income. This js ; 
well-known dictum that has received much documentation in analyses i 
our agricultural programs. The relevance of the dictum to minimum way 
legislation is easily demonstrated. 

One cannot expect a close relationship between the level of hourly wag 
rates and the amount of family income. Yet family income and needs ar 
the fundamental factors in the problem of poverty. The major sources 
discrepancy may be catalogued. 

First, the hourly rates are effective only for those who receive them, and 
it was shown in Section 1 that the least productive workers are forced int 
uncovered occupations or into unemployment. 

Second, hourly earnings and annual earnings are not closely related, The 
seasonality of the industry, the extent of overtime, the amount of absenteeisn 
and the shift of workers among industries, are obvious examples of factor 
which reduce the correlation between hourly earnings and annual earnings 

Third, family earnings are the sum of earnings of all workers in the 
family, and the dispersion of number of workers is considerable, The 


TABLE II] —PERCENTAGE DISTRIBUTION OF WAGE-EARNER FAMILIES BY 
NUMBER OF EARNERS: MINNESOTA, 1939 


Px Four 
Family One Two rhree 
Income Earner | Earners | Earners Earners 
$250-$500 | 4.5 4.6 | 1 
500- 750 92.4 | 7.1 3 2 
750-1000 86.7 10.7 8.5 1.1 
1000-1250 88.5 10.4 | 38 A 


Source: Minnesota Incomes, 1938-39, Vol. II (St. Paul, Minnesota Resources Commissio! 
1942 152. 


summary in Table III for low income wage-earner families in Minnesota in 

1939, shows that in the $250-$500 income class one-twentieth of the families ; 
had more than one earner and in the higher income classes the fraction rose 

to one-eighth. 


*This line of argument implies that a minimum wage is more likely to have beneficial 
effects in depression (if the demand for the relevant labor is inelastic), but it does not 
imply that the beneficial effects are likely. 


— _ 
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h, although wages are, of course, the chief component of the income 
families, they are by no means the only component. It is indicated 


Of high 
[V that a tenth of the wage-earner families had cash investment in- 
loyme irter had entrepreneural income, and a quarter owned their homes. 
| tha 
[V.—ComposiTION OF INCOME OF WAGE-EARNER FAMILIES: 
MINNESOTA, 1939 
= | Income | Investment Income 
US Is 4 Total | and | Entre- | Room 
"Ses Salaries | preneural and Cash | Total 
_ | Income | Board | 
Families Receiving Income 
Wa $250-$50 | 99.9 26.5 1.3 | 
ds 0 | 100.0 10.1 | 24.2 
0 } 100.0 | 21.4 | 2.7 9.4 31.2 
50 100.0 | 18.4 3.0 10.4 22.8 
{mou 
500 $387 | $308 | —$9 $64 
1 In 50 631 | 560 | 62 82 
00 865 | 766 53 82 
Th 1250 1124 | 1032 | 91 96 
* f ta Incomes, 1938-39, Vol. I (St. Paul, Minnesota Resources Commission, 
II, p. 200. 
Th \ll of these steps lead us only to family income; the leap must still be 


family needs. It is argued in the next section that family composition 
t criterion of need, and whether this be accepted or not, it is clearly 
portant criterion. The great variation in family size among wage-earner 
lies is strongly emphasized by the illustrative data in Table V; an income 
for one size is either too large or too small for at least half the 
; in that income class. 
(he connection between hourly wages and the standard of living of the 
ily is thus remote and fuzzy. Unless the minimum wage varies with the 
nt of employment, number of earners, non-wage income, family size, 
| many other factors, it will be an inept device for combatting poverty 
n for those who succeed in retaining employment. And if the minimum 
res varies with all of these factors, it will be an insane device. 


late 


4. The Problem of Poverty 


Minimum wage legislation commonly has two stated objectives: the reduc- 

f employer control of wages; and the abolition of poverty. The former 

nd much lesser purpose may better be achieved by removing the condition of 
immobility which gives rise to employer control. Labor immobility 

uld be reduced substantially by public provision of comprehensive infor- 
mation on employment conditions in various areas and industries. The im- 
bility would be further reduced by supplying vocational training and 
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loans to cover moving costs. But employer wage control is not the importay; 
problem; let us turn to the elimination of poverty. 

Incomes of the poor cannot be increased without impairing incentiye; 
Skillful policies will, for a given increase in the incomes of the poor, impair 
incentives less than clumsy policies. But the more completely poverty \ 
eliminated, given the level of intelligence with which this is done, the greater 
will be the impairment of incentives. This is a price we must pay, just « 
impairment of incentives is a price we have willingly paid to reduce the 
inequality of income by progressive income and estate taxes. Society mus 
determine, through its legislators, what minimum income (or addition ; 
income) should be guaranteed to each family. We shall assume that this 
difficult decision has been made. 


PABLE V.—PERCENTAGE DISTRIBUTION OF WAGE-EARNER FAMILIES BY NUMBER 
OF Persons: CHICAGO AND ATLANTA, 1936 


Number of Persons in Family 


2 3 or 4 5 or 6 | 7 or mor 
1. Chicago | 
$ 0-$250 39.6 43.6 14.9 2.0 
250-— 500 35.3 45.8 17.6 1.3 
500- 750 31.8 53.7 13.0 1.6 
750-1000 29.0 56.5 2.4 2.1 
2. Atlanta 
0- 250 30. 55. 15. 0. 
250- 500 | 20.1 48.1 16.5 5.3 
500- 750 22.6 46.9 | 24.4 6.2 
750-1000 21.6 48.1 | 23.5 6.7 


Sources: Family Income in Chicago, 1935-36 (Bur. of Lab. Stat. bull. no. 642 [Washingto 
Supt. Docs., 194]),Vol. I, p. 117; Family Income in the Southeastern Region (Bur. of La 
Stat., bull. no. 647 [Washington, Supt. Docs., 194]), Vol. I, p. 148. 


One principle is fundamental in the amelioration of poverty: those wh' 
are equally in need should be helped equally. If this principle is to be 
achieved, there must be an objective criterion of need; equality can never 
be achieved when many cases are judged (by many people) “on thei! 
merits.” We are driven almost inexorably to family size and composition 
as this criterion of need. It is obviously imperfect; the sickly require more 
medical care than the healthy.’ But it is vastly easier to accord special 
treatment to certain families for a few items like medical care than \ 
accord special treatment to every family for the sum of all items o! 
expenditure. 

It is a corollary of this position that assistance should not be based upon 
occupation. The poor farmer, the poor shopkeeper, and the poor miner are 


* One could argue that rural families should receive less help, to offset the lower prices 2! 
which food and housing are procured. The group is of sufficient size and perhaps sufficient!) 
identifiable to justify separate treatment. But there are grounds other than political e 
pediency for rejecting this proposal. 
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0rtan: n equal footing. There may be administrative justification (although I 
) for treating the farmer separately from the urban dweller, but 
Dtives HP ore is no defense in equity for helping the one and neglecting the other. 
impair ry render the assistance by manipulating prices is in any case objectionable: 
Ty 3 help the rich farmer more than the poor, and give widely differing 
reater HP mounts of help to the poor farmer from year to year. 
ust © The principle of equity thus involves the granting of assistance to the 
€ the BR oor with regard to their need (measured by family composition) but 
Must ‘hout regard to their occupation. There is a possible choice between grants 
on t » kind and in money. The latter commends itself strongly: it gives full 
t this to the enormous variety of tastes and it is administratively much 


Yet it raises a problem which will be noticed shortly. 

Even if these general observations be accepted, the structure of adminis- 
n is of grave importance, and I do not pretend to have explored this 
There is great attractiveness in the proposal that we extend the 
nal income tax to the lowest income brackets with negative rates in 

rackets. Such a scheme could achieve equality of treatment with what 
ears to be a (large) minimum of administrative machinery. If the nega- 
ates are appropriately graduated, we may still retain some measure 
ncentive for a family to increase its income, We should no doubt 
unter many perplexing difficulties in carrying out this plan, but they 
problems which could not be avoided, even though they might be 
red, by a less direct attack on poverty. 

One final point: We seek to abolish poverty in good part because it 
to undernourishment. In this connection, dietary appraisals show that 

any income class, no matter how low, a portion of the families secure 

quate diets, and in any income class, as high as the studies go, a 
n do not. The proportion of ill-fed, to be sure, declines substantially 

ncome rises, but it does not disappear. We cannot possibly afford to 
lish malnutrition, or mal-housing, or mal-education, only by increasing 


mes, 


Either of two inferences may be drawn. The program of increasing 


be ncome must be supplemented by a program of education—in diet, in housing, 
ver n education! Or the assistance to the poor should be given in kind, expertly 
eit hosen. The latter approach is administratively very complex, but quicker 


ind in direct expenditure vastly more economical, These factors affect our 
re hoice, but a thought should be given also to the two societies to which 
al they lead. 


| 


WAGE DIFFERENCES IN LOCAL LABOR MARKETS 


By Lioyp G. REYNOLDs* 


The perfect labor market usually assumed in discussions of wages ten¢s 
toward an equilibrium position in which workers of equal ability working 
equally hard at identical jobs under uniform conditions would receive equa 
wage rates. While actual labor markets are obviously far from perfect, on 
is still inclined to believe that some such tendency toward wage equalization 
is operative. 

It is always somewhat disturbing, therefore, to observe the great variety 
of rates for apparently comparable jobs which prevails in actual labor 
markets. The National War Labor Board has during the past several years 
collected the rates paid by different firms for certain “key occupations” in ; 
large number of industrial areas. Inspection of these data indicates tha 
the highest rate in an area is usually at least 50 per cent and frequent) 
100 per cent above the lowest rate for workers classified under the same jo! 
title. 

These differences in rates are of course not necessarily significant for wage 
theory. Their significance could be determined only by correcting for all the 
conditions assumed equal in the theoretical problem. First, the worker 
whose earnings are being compared may not be of equal ability or may not 
be working equally hard. This could readily account for differences in piece- 


Lue 


be offset by differences in the level of ability or effort required by variou: 
firms. Second, jobs called by the same name may not be the same jobs ané 
the workers doing them may not be interchangeable. Terms such as “ma 
chinist,” “welder,” and even “common laborer” are notoriously unreliabl 
indicators of job content. 

Third, even if one could find two jobs requiring performance of exact!) 
the same operations, these jobs might differ in almost numberless other 
respects. Among these are the extent of “fringe” wage payments—bonuses, 
paid vacations, paid holidays, pension systems, free medical care, etc.—the 
shift involved and the shift differential if any, the expected regularity 0! 
work, the length of the work day and week, the extent to which the worker 
is protected against layoffs by seniority or other rules, the opportunity for 
advancement, physical conditions of work, the congeniality of fellow-workers 
and supervisors, the quality of personnel management in the company, and 
the presence or absence of a union. Competition in a perfect labor market 
is supposed to equalize, not money rates of wages, but the total attractiveness 
of the same job in different plants. The conclusions of theory could be tested, 
therefore, only if it were possible to measure the total attractiveness of 4 


* The author is associate professor of economics and associate director of the Labor an¢ 
Management Center at Yale University. 


rate earnings, and even under time rates, inter-firm wage differences miggi 
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reducing each of the factors enumerated above to a cents-per-hour 
and totaling. Comparison of the totals would indicate the presence 
of what may be termed “true” wage differences, to distinguish 

m mere differences in base rates of pay. 

no study of this sort has ever been made, it is not possible to assert 

uly that “true” wage differences exist, still less that they are as 

the apparent differences in base rates. Moreover, in order to be 
y interesting, wage differences must have persisted sufficiently 

workers to learn about them and have reasonable opportunity to 

to the more desirable jobs. This means that measurements must prob- 

be extended over a period of at least a decade.° 

writer is of the opinion that “true” wage differences are of significant 


ige of time, Whether this is so, however, can be discovered only by 
research. The object here is simply to develop hypotheses capable of 
ng the appearance and persistence of wage differences and capable, 
serving as guides to investigation. 


I 


is necessary first to distinguish between conditions which might make dif- 
firms willing to pay different wage rates, and conditions which would 
the continued payment of different rates. In other words, one must 
stinguish between positive factors operating on the demand side of the 
irket and permissive factors operating on the supply side. 

t is not difficult to construct conditions of labor supply which would per- 
the persistence of wage differences. If full employment is assumed, a 
ward-rising supply-curve of labor may be posited on any of several 


rker makes an implicit calculation of total job attractiveness every time he decides 
» or not to change his job. And workers might be able to provide an investigator 
h quantitative estimates of the importance they attach to various job characteris- 
years’ seniority = 7 cents per hour, pleasant supervisor = 4 cents per hour, and so 
main analytical difficulty is that some job attributes, notably things like security, 
ild probably be valued very differently by different workers. It would not be legitimate 
‘rage out different workers’ ratings of the same job to arrive at a score for it; for 
e fact that different workers react differently toward the same constellation of job charac- 
stics is the important thing. 

‘harles A. Myers and W. Rupert Maclaurin, after careful observation of a New 
ind industrial community for several years, expressed the opinion that differences 
e rates in this area were not accompanied by offsetting differences in other job 
teristics: “The low-wage firms generally did not compensate for their poorer rates 
roviding better working conditions, welfare plans, or good ‘informal relations.’ ” 
Movement of Factory Workers [New York, Wiley, 1944], p. 73.) 

trictly speaking, even a demonstration that substantial wage differences had persisted 
inged for ten, twenty, or more years would not refute the possibility that a tendency 
vard wage equalization had been operative at each moment of time within that period. 
irket might at each moment of time be tending toward an equilibrium position of 
il wage rates; yet because of the continual intervention of dynamic changes, involving 
nges also in the appropriate equilibrium position, the observed wage differences might 
t decrease and might even increase. 


ss ibor markets, and that they do not diminish appreciably with 
| 


368 THE AMERICAN ECONOMIC REVIEW [jun 


grounds,* of which the most realistic are probably (a) differences in worker 
preference for specified combinations of wages and conditions, analogoy; ; 
differences in consumer preference; (b) attachment of workers to a familiz 
workplace and work-group; (c) attachment of workers to a familiar place q 
residence. These last two factors may be considered as operating ing. 
pendently of the intrinsic attractiveness of the job, and would produc , 
forward-rising supply curve even if all jobs in the market were equal) 
attractive. If all firms in the market have sloped supply curves, there 
obviously no reason why different wage rates should not continue indefinitely 

A different and in some ways more interesting model may be constructe: 
under conditions of unemployment. Suppose that layoffs have been made i: 
such a way that a considerable proportion of the unemployed are mor 
efficient than the least efficient of the employed. Suppose further that an) 
firm which wishes to expand its work force will hire unemployed ‘worker 
rather than workers already employed by other firms. Suppose finally tha: 
the alternative to employment is relief at a level below the workers’ concep. 
tion of a tolerable wage. 

Under these conditions the supply curve of labor to each firm would look 
somewhat as follows: starting from a point representing the firm’s present 
wage rate and employment, the curve would run horizontally to the right 
for at least a considerable distance and possibly all the way to the point oi 
full employment. Viewed from the other direction, it would run vertical) 
downward to a level which would provoke the workers to quit work in a body 
and would then become horizontal, This level will be referred to hereafter as 
the “minimum wage” of the firm. In this sort of labor market each fim 
would clearly have wide latitude in choosing a wage rate and wage difler- 
ences, once established, could persist indefinitely. 

While these supply conditions will permit wage differences to exist, the 
conditions which will actually produce wage differences must be sought on 
the demand side of the labor market. The remainder of the paper will be 
devoted to exploring these demand conditions. In order, first, to isolate th 
effect of different types of competitive situation in product markets, let u 
assume (a) that each firm knows the location of its “minimum wage,” and 
that the minima of all firms are the same; (b) that the supply of factors 
other than labor is perfectly elastic to each firm; (c) that the local labor 
market under consideration is completely isolated from all other labor 
markets. The effect of removing these restrictions will be considered in the 
next section; it is obvious that the result will in each case be to rendet 
wage differences more likely. We shall assume throughout that union organi- 
zation is absent. It will also be assumed that only one occupation exists in 
the market and that differences in individual efficiency either do not exist ot 
are taken into account through the use of efficiency units. 

The average and marginal net value productivity of labor for any firm in 


simi 


‘This does not mean that only a rising supply curve can be derived under full employ- 
ment; horizontal, vertical, “kinked,” and zigzag curves may also be derived from various 
combinations of assumptions. The argument of this and the two following paragraphs 
is much more fully developed in my article on “The Supply of Labor to the Firm,” Quart 
Jour. Econ., Vol. LX, No. 3 (May, 1946). 


Se 
+ 


EYNOLDS: WAGE DIFFERENCES IN LOCAL LABOR MARKETS 369 
» market may be represented, as in the figure below, by curves of the type 
‘vp and MNP, while OA represents the minimum wage. It is possible to 
luce discontinuities into the marginal productivity curve by assuming 
liscontinuities in the firm’s marginal revenue curve.* The results which 


be obtained in this way, however, are probably of rather short-run 
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ance, and results derived from a continuous marginal productivity 
can be taken as approximately correct over considerable periods of 


It is clear that the figure does not represent an equilibrium position for 


ny firm in an industry to which entrance is open, whether the situation 


ne of pure competition, monopolistic competition, or oligopoly. If new 


rms can enter at wage rate OA, then ANP and MNP will be forced down 


example, vertical discontinuities in MNP may be obtained by assuming that prices 
t varied continuously with changes in cost—for example, that prices are never 
1 by less than 5 per cent, or that prices are set only in certain “brackets” or “price 
or that prices are changed only at fixed intervals of time. Horizontal discontinuities 
introduced by assuming that the demand curve for the product is itself discon- 
ind that marginal cost is constant over the relevant range; if a horizontal section 
marginal productivity curve happened to coincide with a horizontal supply curve of 

the equilibrium employment of the firm would be indeterminate over this range. 
€ complications will be ignored here. 
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until AB becomes tangent to ANP. Thus even if a firm had established 4 
wage rate above OA while profits in the industry were temporarily high, jt 
would not be able to maintain this wage rate but would be forced back 
to OA.® 

If, however, the firm in question is a monopoly, in the technical sense 
it will be free to pay any wage rate between OA and OC. As the wage rises 
toward OC output will decline, the price of the product will rise and profit; 
will diminish. At each wage rate the monopolist can choose a rate of output 
which will maximize profits, but the maximum of these maxima will be 
obtained at wage rate OA.’ The possible reasons why the management of , 
monopoly might choose to forego maximum profits and pay a wage rate 
above OA need not be discussed, though some suggestions on this point are 
offered in Section III below. It is sufficient here to indicate the existence 
of a range of managerial discretion and the stability of any wage rate within 
this range. 

The preceding paragraph relates to a monopoly whose prices and profits 
are limited only by the position of its demand curve. A public utility limited 
by law to a fixed rate of return on its investment could pay any wage 
between OA and OC with complete indifference, provided that the costs 
deducted in arriving at MNP include the legal maximum profit. A monopoly 
selling to a government agency on the basis of cost plus a fixed fee or cost 
plus a fixed rate of return on capital could also, without affecting its profits, 
raise wages to any level which the purchasing agency could be induced to 
accept. If the price included cost plus a profit calculated as a fixed per- 
centage of cost, the firm’s profits would be increased with each increase in 
wages. Thus in these cases there is no reason to expect OA to be selected 
as the wage rate. 

The case of oligopoly with closed entrance is somewhat more compli- 
cated. If producers do not codperate with respect to product prices, then 
prices must fall to equality with average cost, and the wage rate of each 
producer must be OA. If, however, there is price coéperation—which may 
mean anything from a close-knit cartel agreement to simply taking account 
of the probable reaction of other firms in the industry to a price change— 
the resulting price, demand conditions permitting, will be somewhat above 
average cost. Each firm will then have something of the monopolist’s latitude 
with respect to wage rates: it can pay anything between OA and the wage 
which would just reduce its profits to normal. The freedom of each producer 
is qualified, however, by the necessity of maintaining cordial relations with 


*A wage higher than OA can be established permanently if, while the industry is out of 
equilibrium and profits are above normal, a union enters the industry and enforces a wage 
greater than OA from all firms, at the same time preventing any new firm from entering 
the industry at a lower wage. But this amounts to saying that the minimum wage 04 
has now been raised by trade union action and does not constitute an exception to the 
statement just made. 

"If profits were introduced into the figure as a third dimension, MNP would resemble 
the backbone of a mountain range sloping downward on either side and also running 
downward as one goes from AB toward CD. MNP is a locus of profit maxima, and the 
greatest of these maxima will occur at its intersection with AB. 


1 
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producers. If most firms in the industry choose to pay wages con- 

above OA, then a firm which pays only OA may be suspected of 
ajermining the price agreement and pressure may be put on it to come up 
the general industry level. One would, therefore, expect a certain clustering 
ve rates rather than an even distribution over the possible range. The 
lists may even agree to pay the same wage as a means of buttressing 
rice agreement. If they seek also to maximize their profits, the agreed 
ave will be OA; but other motives may dictate selection of a higher wage. 
Under the conditions assumed, then, the wages of firms operating under 
nditions of pure competition, monopolistic competition, or oligopoly with 
ther free entrance or uncontrolled prices, will tend toward equality at OA. 
Monopolies and members of oligopoly groups with closed entrance and con- 

| prices will also pay OA if they wish to maximize profits; if they are 

g to accept a lower level of profits, however, they can choose to pay 
vages above OA by amounts varying with the position of their demand curves. 
Firms whose prices are set by government acting either as purchaser or 
lator are still more likely to pay wages above OA. Thus, in any labor 
t containing firms of these latter types, one would expect to find some 
spersion of wage rates for comparable work. 


II 


Let us now consider the consequences of removing some of the assumptions 
nade in the previous section. Suppose, first, that a firm in a competitive 
ndustry is able, because of imperfections in the market for a factor other 
Suppose further that this advantage is not open to would-be entrants to the 
ndustry. Then part or all of the surplus income accruing to the advan- 
tageously-situated firm may, at the discretion of management, be transferred 

labor through higher wages. Thus even firms subject to pure or monopolistic 

mpetition in product markets may have something of the monopolist’s 
titude with respect to wage rates. 

Second, suppose that the labor market under consideration is only one 
f many, and that these markets have differing “minimum wages.” This 
mplies that movements of labor and capital are not sufficiently rapid to 
eliminate inter-area wage differences within the period of time taken into 
account. Now suppose the firms in a competitive industry are distributed 
mong these markets in such a way that their minimum wages form a 
statistical array resembling the so-called “bulk-line cost curve.” Then the 
price of the product will tend to settle at a level sufficient to cover the mini- 
mum wage of a firm at, say, the ninth quartile of the array. If costs other 
than wages are uniform throughout the industry, all firms below the ninth 
quartile will have some latitude with respect to wage rates. Each of these 
firms can pay anything between the minimum wage in its own area and the 


*This may mean purchase of a higher quality of a factor at the standard price rather 
n payment of a lower price for the same quality. It seems likely, for example, that 

illy able managers will receive less than their full contribution to production, par- 
larly in a situation in which individual income-tax rates are high. 
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minimum wage of the “marginal” firm; the lower the minium wage jp , 
particular area, the wider the range of discretion of firms in that area, Th 
situation is stable, of course, only if there are obstacles to new firms enterin; 
the industry in the areas with the lowest minimum wages; otherwise, th. 
industry would become concentrated increasingly in those areas, and djs. 
persion of wage rates arising from geographical dispersion of the industry 
would disappear. If one brings into the picture not one industry but a larg 
number of industries, each with a somewhat different geographical distriby. 
tion, then it is clear that each labor market in the economy may have jt: 
own pattern of inter-firm wage differences, which will not be reproduced 
exactly in any other market. 

The individual firm is caught between the area and the industry. Condi. 
tions within the area, particularly the wage levels of other firms, determine 
the minimum which it must pay. The wage rates of other firms in the 
industry, ceteris paribus, will determine the maximum which it can afford to 
pay. If the latter figure is less than the former, the firm will in time be forced 
out of operation; but if it is greater, the firm can be guided by the wage level 
either of the industry or the area. Developments in the industry may lead 
the firm to make wage changes independently of any developments in the 
local labor market. Indeed, for firms in competitive industries which are 
geographically dispersed, it appears that the industry is normally the dynamic 
influence in bringing about wage changes, while the influence of the local 
labor market is merely passive or permissive. 

Third, let us admit the possibility that different firms in the same labor 
market may have different minimum wages. One reason for this is that wage 
differences which have persisted for some time become customary and workers 
tend to presume that they should continue, A wage rate which would be 
accepted if paid by a traditionally low-wage firm may provoke a revolt if 
adopted suddenly by a high-wage firm. Each firm thus has its own minimum 
wage which is related to its present and previous actual wage rates. These 
minima lie one above the other like steps on an escalator. The relative ranking 
of the various firms doubtless changes gradually over long periods of time, 
but at any one time it is rather firmly fixed in the minds of both workers 
and employers.® Any attempt by one firm to drop its wage rate below the 
minimum expected of it, or to retain the same wage rate when the wage 
escalator is moving upward, will cause serious labor unrest. 

This circumstance helps to explain not only why wage differences persist 
but also why they may widen with the passage of time. Once a set o/ 
differentials has become customary, a management gains no credit with its 
workers by merely doing what is expected of it. It can add fresh luster to 
its reputation for generosity only by increasing its wage differential over other 
firms, But this new differential will in time become customary, and so on. 


* Witness the large number of cases in which a firm requests the War Labor Board to 
approve a wage increase in order to enable it to maintain or restore its “historical position 
in the area wage structure. Such requests are uniformly refused, and must be refused 
under the wage stabilization policy. There can be no doubt, however, that this refusal 
frequently works severe hardship on the firms involved. 


}UM 
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The differentials presently existing in most United States labor markets 
are clearly too large to have been attained in one jump, and can only be 
nderstood as the outcome of some such historical process. Investigation 
cht reveal a long-run tendency for local wage-structures to open out like 
ribs of a fan, the higher-wage firms increasing their advantage in succes- 
ve jumps, each of which gradually becomes conventionalized. 
Under the assumptions of Section I, one would expect to find in any 
locality a “prevailing rate” of wages, from which only monopolies or quasi- 
monopolies could deviate. When the three assumptions just discussed are 
relaxed. however, the likelihood of a “prevailing rate” is removed. There is 
now no reason why each firm in the market should not have a different wage 
rate. Moreover, there is no longer any reason to expect a clear relation 
etween a firm’s wage level and the type of product market in which it deals. 
[he effect of differing types of product market, while still present, is mingled 
with the effect of conditions influencing each firm’s cost position in its own 
industry—notably the wage levels of other areas in which rival producers 
are located, and the cost of factors other than labor to this firm as compared 
ith others. Added to these factors affecting each firm’s ability to pay are 
lifferences in managerial judgment concerning the wisdom of paying as 
much as one can, The actual wage structure of an area reflects the com- 
posite effect of these influences. The effect of each can be gauged only 
approximately and only through studies which reach beyond the area con- 
erned to the cost-price structure of each industry represented in it. 
With these considerations in mind, it is possible to suggest one or two 
reasons why a firm may choose to pay a higher wage than it has to at the 
ment. The firm is likely to be uncertain about the precise location of its 
wage minimum, particularly under dynamic conditions in which the minimum 
nay change very frequently. If it can afford to do so, it is likely to “play 
” by paying somewhat more than its estimate of the minimum. Different 


of differences in the accuracy of their estimates and also because of differences 
n the safety margin which they feel able to afford. 

The degree of uncertainty is increased if one takes into account a factor 
hitherto excluded from the discussion, viz., variations in individual efficiency. 
A reduction in wage rates will lead to a less than proportionate reduction in 
wage cost per efficiency unit of labor; for efficiency will fall both through 
a lowering of the grade of labor which the firm can recruit and through a 
reduction in the efficiency of those already employed. The wage level which 
vould actually yield minimum cost per efficiency unit could perhaps be 
letermined by successive wage reductions. But since such experimentation 
is dangerous, it may not be undertaken unless the pressure of competition 

mpels it, and the firm may continue at a level of wage costs somewhat 
above what is strictly necessary. 

A monopoly or a closed oligopoly group may pay more than the minimum 
wage in order to render the industry less attractive to potential competitors. 
lt has frequently been pointed out that a monopolist may for this reason 
harge a price below that which would maximize profits. But profits can be 
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held at a moderate level by paying high wages instead of by charging |oy 
prices. Provided potential competitors take the wage level of established firm: 
as an indication of what they would have to pay to secure labor, this 
technique may be highly effective. 

Payment of a relatively high wage may also simplify the problems 9 
personnel management by facilitating recruiting of labor, stabilizing th 
working force, stimulating efficiency, improving labor codperation with 
management, and so on. Maximizing profits is hard work. Some sacrifice oj 
profits in order to make the job of management easier may be perfectly 
“economic” action from the standpoint of the managers, though not from 
the standpoint of the owners. 


Ill 


The argument has been directed toward explaining the long-run per. 
sistence of differences in wage levels within a local labor market. But it i: 
also relevant to the problem of how wage changes occur and how changes in 
one labor market are transmitted to others. Under usual assumptions about 
labor market structure one would expect that, during a cyclical upswing, 
wages would rise in an area only when full employment had been reached 
The area would then begin to draw labor from other areas and, as full 
employment was reached in more and more areas, wage increases would 
become general throughout the economy. During periods of cyclical decline 
this process would be thrown into reverse, In either case, local labor markets 
would be linked together primarily by inter-area movements of labor, and 
the rapidity with which wage changes were transmitted throughout the 
system would depend on the rapidity of this movement. 

This sort of model, however, does not explain the fact that wage rates 
frequently rise in an area while heavy unemployment still exists,?° and that 
wage impulses are transmitted within and between labor markets much more 
rapidly than could be explained by actual or even potential movement of 
labor. These facts can perhaps be more nearly explained by the considerations 
set forth above. Suppose that the leading firm of a “controlled oligopoly,” 
located in labor market A, raises wages—perhaps as prelude to or aftermath 
of a price increase. The wage increase is followed by another member of the 
industry, located in labor market B. This action will raise the estimates 
which other firms in area B make of their own minimum wage; as demand 
conditions permit, some of them will make increases to maintain theit 
“historical position” in the wage structure. Thus the whole “escalator” o! 
minimum wages in the area moves upward, carrying actual wage rates along 
with it. But the firms in area B have competitors in areas C, D, etc., some 
of whom will be influenced by the wage changes in B, and so on. A syn 


* Indeed, statistics of average hourly earnings by industry indicate that wage rates 
tend to rise first and fall last in industries in which cyclical unemployment is greatest. See 
the discussion of this point in John T. Dunlop, Wage Determination Under Trade Union 
(New York, Macmillan, 1944) pp. 130-43. It would be interesting to make a similar 
analysis on an area basis, but wage statistics are not now organized in such a way as to 
permit this. 
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planation can be offered for the transmission of wage decreases." 
through industry linkages, a wage change in one area may be 
rapidly to distant and apparently unrelated areas. This need 
y actual or even threatened movement of labor between areas. 
vement of labor appears indeed to perform, not its traditional 
equalizing wage rates, but the quite different function of equalizing 
ratios in different areas. During recession and depression 
lity declines greatly and, because of differences in the cyclical 

\ different industries, unemployment piles up more rapidly 
as than in others. As recovery gets under way, movement sets in 
re toward areas in which the unemployment ratio is relatively low.’* 
areas in which unemployment is low are not necessarily those in 

vage rates are high. 


IV 


ide gap between the accepted models of the labor market and the 
havior of wage rates and employment has inhibited systematic 
in this field. This paper has attempted to advance hypotheses 
which the wealth of data available in any local labor market may 
be organized. It has been suggested that attention should be 
ted primarily on the supply conditions of labor to the individual 
aracteristics of the product market in which each firm deals and 
position relative to other firms in its industry, the considerations 
ng the exercise of managerial discretion with respect to wage rates, 


he way in which changes are transmitted among firms and labor market 
important also to make accurate measurements of wage rates, 
defined, and to extend these measurements over as long a 

iS possible. 


n portant difference in the two cases is that the firm initiating a wage 
likely to be a member of a competitive industry. Dunlop’s observation that 
product prices and not unemployment constitute the effective downward 

n wage structures” (op. cit., p. 146) is entirely consistent with what has been said 


this point the studies of the Oxford Institute for Economic Research, reported 
rd Economic Papers, October, 1938, and September, 1940. 
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Concept and Teaching of Economics 


The teaching of economics faces problems of reconversion as perplexing a; 
those of the national economy, During the war, instruction in this field has 
been partly discontinued, partly shifted to such timely subjects as war 
mobilization, economic warfare, and demobilization. While the theme of war 
economy may remain of interest, it cannot possibly serve any longer as the 
focus of instruction. What is the new focus going to be? Economics will noy 
be taught again to large numbers of students including thousands of retun- 
ing veterans, mature and critical men. How can it be made intelligible to 
them and worth their effort? 

To relapse into pre-war “normalcy” in economic teaching is as impractical 
as in most fields of economic policy. There is no satisfactory pre-war norm 
The teaching of economics was in an advanced state of crisis when the war 
began. The dicussion that appeared in the Review during recent years brought 
to the fore a few aspects of the crisis. Is it possible to introduce students tc 
economics through a course in economic principles?? If so. what are the 
principles?? Is there a curriculum in economics, or should students be invited 
to take any course at any time?*® Has economics lost the character of a unified 
discipline?* If so, could a new discipline be built upon a broad course in con- 
temporary civilization?® Why do students “begin their study of economics 
without a great deal of enthusiasm” and proceeding to lose what little they 
had, in spite of the significance and topicality of contemporary economic 
affairs?® 

Dissatisfaction of teachers and students and the prospect of severe public 
criticism make it necessary today to examine these questions and to find new 


*W. W. Hewett, “The Use of Economic Principles in the Teaching of Applied Subjects,” 
Am. Econ. Rev., Vol. XXX, No. 2, Pt. 1 (June, 1940), p. 334. See his references te 
earlier criticism. 

*R. W. Harbeson, “The Case for an Introductory Course in Economic Theory,” Am 
Econ. Rev., Vol. XX XIII, No. 1 (Mar., 1943), pp. 121 ff. 

*M. Bronfenbrenner, “The Introductory Course: Comment,” Am. Econ. Rev., 
XXXIT, No. 3 (Sept., 1942), p. 558. 

*W. H. Hamilton, “The Institutional Approach to Economic Theory,” Am. Econ 
Vol. X, No. 1 (Mar., 1919), suppl., p. 312. 

*L. M. Hacker, “The Contemporary Civilization Course at Columbia College,” 2 
discussion by M. A. Copeland, Am. Econ. Rev., Vol. XXXV, No. 2 (May, 1945), pp. 157 f 

*R. Clemence and F. S. Doody: “Modern Economics and the Introductory Course 
Am. Econ. Rev., Vol. XXXII, No. 2 (June, 1942), p. 334. 
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teaching the subject, especially at the introductory level. In this we 
tart from scratch. Many good teachers have found ways of by- 
his or that dilemma of teaching, pure “economicism” and value 
r at least the preoccupation with “static economics” and the state 
t competition. Moreover, considerable experimentation in new forms 
instruction has been carried out, For instance, the contemporary 
-ation course at Columbia, a broad survey course developed over 26 years, 
be taken as a real contribution to a reform of economic teaching. On a 
dest scale, the basic courses in political economy at Bennington 
attempt to solve the problem through intensive study of selected 
of social thought and experience. Other experiments are likely to be in 
nrocess and should be discussed freely. 

n this article, I wish to examine why the introductory course in economic 

rinciples tends to be a failure, and to propose its abolition. I suggest that 

t be replaced by a broad basic course in political economy that acquaints 

e student with the experiences and the problems of the commonwealth, seen 

historical context from the viewpoints of economics, politics, anthro- 
nology, sociology, and philosophy. This course should serve students who 
wish to specialize in economics as well as those who want to go on in any other 
science or art. For the first group, I want to sketch a few features of a 
urriculum in economics. 

‘he Failure of the Economic Principles Course 

[he strategic part of any curriculum is the introductory course. If this 

urse is successful it stimulates the student’s interest, focuses his mind on 
the relevant and organizes his work. In the frame of liberal education, the 
purpose of the introductory course is to give the general student an education 
and the specialist a foundation in the field. 

In the past, the usual point of departure for a student in economics was 
an introductory course built around the principles of economics—that is, 
elementary economic theory. Often this course was made a prerequisite of 
specialized studies, in the expectation that it would give the student the 
inifying point of view and the tools for an understanding of the specialized 

urses, This expectation was more often deceived than fulfilled. A considera- 

e gap tended to develop between the student’s work in economic principles 
and his specialized studies. Instruction in the latter came to deal with the 
particular and technical problems of business and public administration with- 

t much attention to economic theory, while advanced work in economic 
theory tended to be formalistic and well-nigh inapplicable to anything happen- 
ng in the world. No wonder that the student found it most difficult to discover 

illeged unity of economic science and the bearing of economic thought 
n the problems of our time. Instead he often came to see in economics a 
series of “overlapping unrelated inquiries in which economic principles play 
in unimportant réle,”’ or “a branch of the forensic arts in which any opinion 


"Hewett, Am. Econ. Rev., Vol. XXX, No. 2, Pt. 1, p. 334. 
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is as good as any other, and in which acceptance is dependent on oratory ang 
authority.”* 

It makes little difference whether this course in principles is given to th 
neophyte or preceded by a preliminary superficial survey of economic insti. 
tutions or history. Nor does it matter much whether it is taught with reference 
to the choice problems of Robinson Crusoe or the groceries-buying house. 
wife, in the light of the neoclassical system or the Keynesian anti-system 
The theory does not codrdinate the facts; the making and unmaking of ab. 
stractions absorb more energy than they release for the mastering of the 
material. Whatever the student may get out of this work in the way of logic 
or mathematics—and I have heard economics courses recommended to stu- 
dents on this ground alone—whatever he may gain in perseverance or ability 
to use the language of economists, he does not get an education in economics 


Economic Theory and Social Economy 


It would not be fair to accuse the student of a lack of intelligence or th 
specialist of disregard for an existing integrated system of economic thought 
There exists no integrated system of specifically economic thought relevant 
today, that is to say, no consistent body of doctrine capable of acting as the 
unifying agent of applied studies. 

Ever since it appeared as an independent discipline, economic theory con- 
cerned itself with the rationale of a self-regulating system of markets (market 
economy). Such an economy never existed anywhere, however old and wel 
estabished the institution of specific markets may be. But it is clear that th 
idea of realizing such a system dominated the western world in the 19th and 
early 20th centuries and was carried from there to the remote corners of the 
globe. At times the idea had the features of a crusaders’ creed, for instance, 
in the 1830’s in England, and in the 1920’s. 

The fact that the system was never realized may have led critics and polic; 
makers into errors. Often enough, what appeared as mercantilistic folly t 
Adam Smith or as collectivistic folly to Herbert Spencer or the “orthodox 
of the 1920’s were perfectly rational actions in the absence of the balancing 
mechanism of a full-fledged market economy. Nevertheless, as long as the 
great experiment dominated the mind Of western man, it was meaningful to 
expound pure economic theory. The value and equilibrium doctrines 
Ricardo and Marx, Walras and Marshall, Hayek and Hicks made sense in 
this context. The practical issues of free trade and the free labor market, the 
gold standard and the budget of a mere police state for a time invited applica- 
tions of systematic economic thought and offered the theorist opportunities for 
brilliant duels and charges against “cranks” and the multitude of “special 
interests.” Even if the management and accounting practices of business 
firms and state treasuries were not greatly affected by systematic theory, 
policy making was. 

Since the Great Depression the drive to establish a self-regulating system 
of markets has lost its potency and fascination, and the theory of such system 


/ 


* Bronfenbrenner, Am. Econ. Rev., Vol. XXXII, No. 3, p. 557. 
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y and has therefore lost its relevance. At present we cannot even point to a sector 


1ic life—let alone the economy as a whole—in which the uncon- 
‘ket has a chance of becoming an independent, effective regulator 


insti- oroduction and consumption. The “other things” that economic discourse 
rence ysed to assume constant—political volition, social objectives, national and 
ouse- racial drives—stand revealed as dynamic determinants of economic activity. 
stem ind in the place of a few narrowly circumscribed areas left to the rule of 
f ab. extra-economic” determinants, charity, infant-industry protection, or public 
the itilities, appears an all-embracing pattern of socially determined economy. 
logic [he general forms of this pattern can be found in the experience of the last 

5 years, in this country and abroad, in a great variety of specific institutions 
iit ind procedures. Under these conditions, the sparring about an economic 
nics eory of value and equilibrium, and the crusade against the interference 


irket self-regulation by protectionists, collectivists, monopolists, and 
y cranks has become a quixotic enterprise. 
When John Maynard Keynes asserted that market economy may produce 
sistent involuntary unemployment and that it balances itself by fluctuations 
‘ant employment rather than prices, wages, and interest rates, he closed in 
the epoch of pure and systematic economics. Whether or not his theory 
rect, the great economist confirmed the widespread feeling that society 
on- nnot renew the experiment of market economy without paying a price that it 
rket s obviously unwilling to pay; periodic and prolonged mass unemployment. 
r However useful Keynesian theory may be as a stimulant to certain ways of 
ict does not offer a positive system of economics. It entrusts public 
and thority with the task of restoring or maintaining economic equilibrium. 
The adversity of historical development need not spell the end of systematic 
nic theory, were it not for the fact that nothing in human experience 
the drive for a self-regulating market economy ever called for a specifically 
purely economic rationality. Neither history nor anthropology, neither the 
periences of primitive societies, the middle ages, mercantilism nor those of 
x ntemporary Russia, Britain, and America makes a purely economic theory 
ing price, distribution, and choice seem sensible, Neither do they encourage 
the 5 to proceed as if all the relevant aspects of cost and satisfaction could be 
pressed in money units, that everything desirable but scarce could be given a 
ce tag, everything undesirable but required, a cost tag, and finally that 
in rational choice could be made on the basis of this system of prices alone. 
he Moreover, nothing but the fiction of market economy permits the student of 
a nomic life to reduce the rationality of producers and consumers to that of 
uyers and sellers. 
Whether it is the traditional fiction of capitalistic market economy or the 
$8 utopia of a socialist state playing market economy, unless we think of market 
y it does not make sense to claim that a specifically economic ra- 
nality should be the sovereign ruler over the production and distribution of 
s00ds. Therefore, the criterion of such rationality, behavior in accordance with 
‘he price gauge, is not generally applicable. 
Behavior is often reasonable in spite of its apparent conflict with the price 
gauge; for we know that the price gauge is (1) subject to manipulation and 
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(2) an incomplete guide to rational action. No intelligent production manage; 
anywhere in the world will believe that prices are merely data. He knows tha: 
they are made, by whom, and how, and are changed by industrial an, 
governmental agencies that respond to political and economic pressures, No 
would it do him any good to take existing prices of land, labor or products 
as his only, or decisive, guides to action. He cannot well overlook the fact tha 
the monetary commensurability of the various wages and prices does not 
supersede the incommensurability of the social and political situations that 
surround the respective groups or workers, suppliers, or customers. The 
rationale of enterprise and performance comprise a great deal that is inaccessi. 
ble to the price calculus. 

This does not at all destroy the usefulness of the price calculus as a 
managerial device. Nor does it bar independent thinkers from pursuing the 
logic of any system they please to imagine. The argument only indicates that 
we cannot codrdinate economic facts by the rationality of pure economics 
and it suggests that the price calculus should be understood as just one of the 
various devices of rational management.® 

As far as the codrdination of economic facts is concerned, it is clear that 
where there is no self-regulating economic system there can be no equilibrium 
in purely economic terms. Therefore the congenital preoccupation of syste- 
matic economic theory with “a search for levels of equilibrium rather than 
an unfettered study of economic processes,” which John M. Clark criticized, 
appears as its decisive disability. Since systematic theory “hardly dares press 
beyond . . . those aspects of broad processes which can be treated in terms 
of an equilibrium of the exchange value sort,’”?° nearly all of modern economic 
life has come to lie outside the scope of such theory. Economic life can only b 
understood within a framework that comprises both the disequilibrating and 
the equilibrating powers of political, religious, and social drives. Certainly 
our war economy has taught us that allocation and rationing of goods by 
the government, no-strike pledges by trade unions, price discipline of business 
men, etc., can play a decisive réle in balancing the economy. 

It appears then that we do not have today a consistent and self-contained 
body of economic doctrine, that is, an economic system. As for the actual ways 
of our economy and that of other countries, the term “mixed economy” is 2 
understatement of our inability to press what we do and see into a system 
Economics as a doctrine of rational behavior in a self-regulating system 0! 
markets has no significant place in our life. But economics as the “unfettered 
study of economic processes” is of vital importance. . 

It is not surprising therefore that people actively concerned with economic 
analysis and policy look in vain to systematic theory as a realistic and com 

* Probably the advice to Russian managers to observe “the law of value” is no mor 
than another reminder of the need for a more effective use of the price calculus. But " 
would be most surprising if they were allowed to place “the law of value” above te 
complex of party and state, regional and local requirements. See discussion in this Revier 
1944 and 1945. 

* John M. Clark, “Economics and Psychology” in Preface to Social Economics New 
York, 1936), p. 93. 
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ruide to what is and what should be done. Nor is it surprising that 


ve 


ples course that introduces the student to that theory shows a 
to degenerate into an oblique and irritating exercise in logic. But it 
be surprising and deplorable if the teachers of economics continued to 


n an educational device that does not educate, on a method of unifica- 
» that distracts, and on a stimulant to understanding that brings disap- 


Course in Political Economy 


evolve a new and comprehensive theory of political economy is a 
lenge to all economists today. It demands a fresh inquiry into the nature 


nd causes of the wealth of nations. No active economist can overlook this 


nge. At the same time no teacher of economics can afford to await the 
al of a new Adam Smith while offering the old for. guidance to his stu- 
ts, or worse, letting them go with the propositions of Smith’s dogmatic 


It is possible today to reform the teaching of economics on the basis of two 
fairly widely accepted ideas: (1) It is necessary to impress the student 


the very beginning with the essential unity of the social studies both 
th regard to their intellectual roots and their subject matters.** This means 
t the basic course in political economy must strike out for a viewpoint that 
ands a wider area than the conventional area of economics. It must com- 
se materials, methods, and approaches offered by politics, philosophy, 
logy and anthropology. What is needed is of course not a sort of algebraic 
f the conventional offerings in these departments, but a synthesis of the 
ontributions of these disciplines. This may sound more formidable 
is. The minimum requirement is literacy of the teacher in the broader 


History being the “laboratory” of social theory, the basic course must 
ng history to bear on the study of economic affairs. This means that the 


rigin and meaning of economic institutions, movements, concepts, and policies 


rot 


ye examined in their historical context, as part of the broad process of 


man history. 


How to achieve the synthesis of disciplines and the effective use of the 

rical approach are major problems of conception and teaching. No 
al solution is available. There is a wide field for bold new enterprise. 
lumbia’s two-year survey course, the current form of which has been aptly 


scribed by Hacker,?* holds out a good deal of promise as an introduction to 
ntermediate work in economics, and indeed that of various disciplines of 


ial studies. 
\t Bennington College, on the other hand, the basic courses in political 
my are taught as highly selective one-year courses, deliberately avoiding 

rhis need was well stated in the presidential address of Professor A. B. Wolfe on the 
ct of “Economy and Democracy,” at the 56th Annual Meeting of the American 
Association, Am. Econ. Rev., Vol. XXXIV, No. 


1 (Mar., 1944), pp. 1 ff. 
Am. Econ. Rev., Vol. XXXV, No. 2, pp. 137 ff. 
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ntment and confusion to the student. 
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the survey-course approach, In one of these courses, taught by the autho 
the students study several historical situations, their characteristic even; 
issues, and intellectual contributions. The situations have been chosen {o; 
their bearing on the cultural crisis and the discoveries of our time, and are 
discussed in this sequence: 

(1) The origin and significance of the Ghost Dance among the American 
Indians in the late 19th century; (2) the crisis and debacle of the French 
Republic, 1933-1940; (3) the transformation of English society and the 
beginning of the experiment in market economy, 1750-1850, especially the 
time around 1800 and the thirties; (4) the foundation of American de. 
mocracy; (5) the “safety valves” of market economy; (6) the Great Depres. 
sion and the War. The students read original contributions, for instance, Alex. 
ander Lesser’s book on the Pawnee Ghost Dance; a variety of contemporary 
reports and some background material on the French crisis; Karl Polanyi’: 
Great Transformation; the classics, Burke, Owen, Mantoux, the Hammonds 
Marx, Dicey, Disraeli, etc., on England; Hobbes, Locke, Rousseau, Tix 
Federalist, and books by Carl Becker and Charles Beard on the foundation o/ 
American democracy; Turner, Webb, Hacker, and others on market 
economy and industry in the United States; E. H. Carr, H. W. Arndt’ 
Economic Lessons of the Nineteen-thirties, Alfred W. Jones’s Life, Liberty and 
Property, and books by Frederick Lewis Allen and Reinhold Niebuhr on the 
Great Depression and the War. Textbooks are not used, except for reference 
purposes, for instance, some chapters in Crowther’s Outline of Money. Class 
meetings are devoted to codrdinating the material and the students’ individual 
studies of such authors as Malinowski, Toynbee, Tocqueville, Mises, Wootton, 
Berle and Means, Blaisdell, Lenin, and papal encyclicals. Wide gaps in the 
course program are accepted in the belief that the understanding of one 
human situation, presented in full view, may well be the best preparation for 
an understanding of any other human situation. It is also believed that the 
achievement of the desirable breadth and continuity of knowledge must rely 
on the curiosity and initiative of the individual student beyond the work in 
a single course, and on his ability to strike out on his own. 

A course built around a set of specific situations or happenings makes it 
possible to resolve the conflict between theories and institutions as a focus 0! 
teaching. Ideas as well as organizations and laws are created and destroyed a! 
certain times and in certain places. In fact, their interrelation, their vitality 
or decay, their meaning and change of meaning cannot be understood outside 
the framework of specific historical situations. The method of this course helps 
to avoid the dilemma that teachers have encountered when trying to decide 
whether it is better to organize their courses along sequences of abstract 
propositions or sets of uncorrelated descriptions. It makes it possible for the 
teacher to let both ideas and institutions emerge in a natural way, that is, 
through the story of a human event. 

In the order of the six topics outlined above there appears a series of in 
portant economic and political problems. For the purpose of this article it 
may suffice to indicate the main economic problems that are presented to the 
student in each of the six situations: (1) social and private economy, natural 
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)) currency, incomes, and employment; (3) poverty and industrial 
r generation and rationale of market economy, economic fluctuations, 
ism; (4) taxation, the public debt, industrialization policy; (5) 
estent and employment opportunities, corporations and labor unions. 
sixth topic, the Great Depression and the War, is used to examine how 
‘onomic institutions, concepts and policies discussed before were chal- 
| and how the challenges were met, in theory and practice. Similarly a 
f political-anthropological problems runs parallel to the topics. Clearly 
pics should be chosen and arranged in such a way as to bring out the 
ms and characteristic approaches that economists and political scientists 
e found relevant, in the past and the present. As far as their methods of 
ysis are concerned, they are best understood when presented in close 
lation to the substance of their teachings. 
Such courses should be effective substitutes for courses in the principles 
f economics. After having taken the basic course students should be ready 
into intermediate, specialized work in economics, equipped with a gen- 
rientation, a taste for the relevant, and a foundation in economic 


knowledge. They should be conscious of what they know and what they do 


now. 


tions on More Advanced Work 


lo gain well-rounded knowledge, the student majoring in economics will 
| more substantial work in economic history and theory. He must expand 
nsolidate his knowledge of concepts and analytical techniques. Like- 
he must become familiar with some of the special skills and problem 
s, such as statistical techniques, economic geography, management, labor 
| industry, agriculture, fiscal policy, money and banking, international 
nomic relations. On the whole, colleges seem well-prepared for instruction 
hese special fields. There are plenty of experts and good teachers. But it 
s reasonable to expect that the general orientation and the sharpening 
the students’ interest in the basic course will affect the way the special 
rses are taught and received. 
[he economics major should conclude his college career with work de- 


signed to bring together on a higher level the elements acquired in the basic 


intermediate courses. This might be done in a seminar in contemporary 
policy. Such a seminar could be focused on one contemporary issue, 


‘or instance, a measure of legislation enacted or contemplated, The students 


id study the theoretical and technical problems, the historical precedents 
consequences, and the social ramifications of the measure. The group 
ld consider the entire complex of legislative and administrative, tech- 
ical and market aspects. Such work should prepare the student for 
gent and active participation in policy making, as executive, adviser, or 
en, and test his capacity for research, thinking, and writing. It might be 
ralleled by advanced work in any one of the special fields. 
In this curriculum, the student would encounter the concepts and methods 
nomic analysis at all levels, basic, intermediate, and advanced. In con- 


‘Tast to past procedure, this information would not be offered to him as the 


uthor 

rench 
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unifying agent of economic studies, but as the intellectual product of specifi 
situations or authors, capable of dealing with specific problems: the Tabdlea, 
Economique and the equation of exchange, marginalism and Keynesian em. 
ployment theory, the gold standard rules and Oscar Lange’s rules for managers 
To evolve his point of view the student should rely on an understanding oj 
history and of the relation of the economic to the whole of human experience 
In this way, he might also find out why “laws of economics” could be 
regarded at one time as sovereign governors of man’s material life, while 
today—and throughout most of history—economics is knowledge about the 
management of production and distribution, When this understanding ceases 
to be a mental reservation accompanying a man’s preoccupation with an 
economic “apple-pie world,” and when it is applied productively to th 
tasks at hand, it will give economics a much stronger position in the college. 


Summary 


There are many indications that we need a new conception of the cur. 
riculum in economics. Teaching experience and theoretical examination o/ 
the subject matter of the economic-principles course suggest the need for an 
educationally more valuable procedure. The course in economic principles 
should be abolished because there are no specifically economic principles 
capable of unifying our economic experience today. To familiarize the student 
with the social aspects of production and distribution should be the purpos 
of economics in college education. A broad course in political economy, 
combining viewpoints and selected materials of all the branches of social 
inquiry, and taught with reference to history, appears as the best point oi 
departure for the major in economics and the best provider of elementary 
economic literacy for the general student. The experiences of Columbia and 
Bennington indicate various practical ways of developing such a course 
The latter in particular points to a way of avoiding the survey course 
approach and the dilemma of “theory vs. institutions” by centering the work 
on a few specific historical situations. The economics major should follow uj 
the basic course with a variety of special studies and have a chance t 
codrdinate these studies in an advanced seminar on economic policy. 

Horst MENDERSHAUSEN* 


* The author, professor of economics, now on leave of absence from Bennington College 


acknowledges indebtedness to Karl Wm. Kapp of Columbia College for stimulating id 
and suggestions that emerged from long discussions of this subject. 


Monopoly Dissolution: A Proposal Outlined 


Maintaining Existing Production Arrangements and Creating 
Competitive Sale 


The failure of our national antitrust policy to create and maintain a high!) 


competitive economy is manifest. Although larger appropriations for ant 
trust prosecutions are clearly desirable, experience has shown it to be vir 
tually impossible to restore competitive conditions by criminal penalties an¢ 
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decrees. Where an industry is already dominated by a small 
f concerns, it is impossible to restore competitive conditions with 

nstruments at hand.? 

n and sale in much, and possibly most, of manufacturing, are 
nomical if conducted on a scale so large that the entire market is 
nlied by a few concerns, Large sectors of mining and distribution are 

so most economically conducted on a large scale. Mutual dependence where 
here are only a few rival concerns inhibits competition even in the absence 
usion and may result in prices not very different from those a monopoly 
| charge. To prohibit a single firm from supplying more than a fixed 
na portion of the total market, by whatever means, would result in 
steful methods of production and distribution in such industries, Thus, 
1 where domination of a market can be proved, the courts have been 
ble to find measures which would retain existing economies while creating 
petition sufficient to drive prices down to costs. 
[his paper outlines a plan which aims to preserve existing economies of 
urge-scale production and at the same time to strengthen the downward 
sure On prices in monopolistic industries. Though designed primarily to 
ibout price reductions, this proposal should largely eliminate the 

f rivals by dominant concerns and stimulate cost reductions. Broadly 
king, this plan would retain intact the producing units currently in 

n while creating a number of independent selling units that would 

rices near their competitive levels. These selling units would 

own and manage a single production system and would press for its 
nomical operation while pursuing independent sales policies. This plan 
iid be almost entirely self-enforcing and would not require continued 
ntervention or policing by an administrative agency. In outline, the proposal 

r the following steps: 
he plan would be put into effect after a court or special administrative 
gency found an industry to be less competitive than the public interest 
required. 

The administrative agency would determine the number of independent 

ing units required to secure the desired degree of competition. The 

leal would be a number of sellers such that price reductions by an 

individual firm would not bring forth immediate retaliation from its 

rivals. Secondly, the number of concerns decided upon should involve a 

inimum of duplicated selling facilities.” 

In de ependent selling units would be established in the desired number 

nd trustees would be appointed who would be responsible for initiating 

the selling enterprises, The administrative agency would issue to owners 

Lindahl and Carter, Corporate Concentration and Public Policy (New York, 
Hall, 1942), p. 351. 

vo considerations leave a wide margin of latitude. Theoretically, the number of 

ded to eliminate oligopolistic patterns of business behavior is indeterminate. 

the point where the interdependence of rivals’ price policies is obvious and direct, 

erity of the downward pressure on prices seems to vary directly with the number 


ne 
Car 
no 
Pn 
th 
tll at 


386 THE AMERICAN ECONOMIC REVIEW [ June 


of the dissolved “monopoly” concerns a share of stock in a particyla; 
selling unit in exchange for every share currently owned. 

The total amount of stock allocated to each selling unit should }, 
approximately equal. If there is a large owning interest, its stock. 
units would have smaller stock holdings. The number of selling units 
established would be determined by the number needed to secur 
rigorous competition rather than by the existing distribution of stock 
ownership. Big owning interests might be required to reduce their stock. 
holdings to, say, 10 per cent of the total within a few years. 

4. The administrative agency would finance the initiation of the selling 
units by transferring to them for this purpose some of the liquid fund 
of the “monopoly.” If available funds were inadequate, they would be 
borrowed from the cheapest available source of funds on behalf of the 
producing concern.* The amount transferred to each selling unit {or 
this purpose would ordinarily be in direct proportion to the size 
its stock holdings. The selling facilities of the “P.C.” would be liqui. 
dated and the funds received thereby used to finance the selling units 
It is to be expected that the selling units would purchase almost al! the 
“P.C.”’’s selling facilities. 

. Trustees to initiate the selling units would be selected by the adminis 
trative agency. Presumably many of the chief selling executives of the 
monopoly would be appointed and the others would be chosen for their 
knowledge of industrial problems and for social-mindedness, The stock 
holders in the selling unit could replace the trustee when and if the) 
desired. It would be the trustee’s first job to arrange quickly for the 
election of a board of directors, who in turn would select the selling 
unit’s executive personnel. 

6. Each selling unit would have the privilege of buying an almost unlimited 
number of units of the formerly monopolized product from the “P.C. 
at a price fixed for all selling units alike, An upper limit might be placed 
on purchases by any single selling unit at, say, 15 per cent of the 
preceding year’s sales by the “P.C.” if there is danger that a few firms 
will buy the entire output and, by collusion, fix high prices. 

. The price charged by the “P.C.” normally would equal average tota 
unit costs at a “standard” level of output. Costs would be calculated 
according to standard accounting procedure and such special procedures 
as the administrative agency might establish. It is not essential for the 
success of this plan that the prices charged by the “P.C.” exactly cover 
total costs. Prices above that level would yield profits which would be 
distributed to the selling units in proportion to their sales. Prices belo 
that level (as where demand suddenly fell and a price reduction was 
required to clear the market) would be absorbed from the reserve {0 
contingencies. 


*The producing concern, as the term implies, is that part of the dissolved “monopoly” 
which produces on behalf of its member selling units. Hereafter it will be denoted by 
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[he calculation of costs implicit in accounting techniques is often 
‘rary and highly conventionalized. Nevertheless, successful operation 
this plan does not require precise measurements of “true costs” 
nce all selling units would be charged the same amounts and since 
its would be distributed in direct proportion to sales. Where the 

’ produces only one commodity, mistakes in accounting would be 
udicial to no one. Where more than one commodity is produced, 

liscrimination against some selling units is possible. Therefore appeals 
uld be permitted to the administrative agency under certain condi- 

ions for changes in the allocation of costs among the various products.* 

Profits which remain to the “P.C.” would be set aside as a reserve for 
ntingencies up to a fixed proportion of total assets and the balance 
tributed to the selling units in proportion to their sales volume. 

[he brand name employed by the monopoly would remain the property 
the “P.C.” Selling units could use it or not as they saw fit. 

es suffered by the “P.C.” because of sales below the “standard” 

would be absorbed by its contingency reserve, which would be 
lenished from subsequent profits. 

“P.C.” would be notified of the sales made by the individual 
ng units and would arrange for delivery in accordance with priority 
rder. The ‘‘P,C.” would, therefore, maintain its existing centralized 

pping departments. 
Special costs allocable to individual sales would be paid for by the 
pany making the sale. All delivery costs would fall in this category 

ll as costs for special services performed by the “P.C.” on behalf 
individual selling units.® 

Individual selling units could, if desired, be allowed to advertise on 
ir Own account, even to use private brands. They could also be 
permitted to offer special sales incentives like guarantees and credit 
Votes in the “P.C.” would be based upon stock ownership. 
Long-term contracts in force at the time of dissolution would be 
ndled directly by the “P.C.” and profits from these contracts would 
me part of the common pool. 


portant to observe that this proposal does not call for price fixing by a public 

e proposal calls for establishing a condition and a series of rules at the time of 

which would be policed by private rather than public interests. The proposal 

rates two primary safeguards of its objectives: (1) some selling units have interests 

tic to the concealment of high prices and profits in the “P.C.”; (2) the large 

f sellers established is safeguard against collusion in selling—the only known 
igainst collusion. 

ed, the “P.C.” could be permitted to make changes in the product or even produce 

icts at the request of individual selling units. The selling unit presumably would 

é required to provide the entire cost of the new equipment required as well as the other 

sts incurred in making the desired changes. These special services and new products would 

by the board of directors with technical assistance. Though allocations of costs 

e exact, the success of this plan only requires that all firms agree to the method 


jtation. In the event of disagreement, appeal to the administrative agency might be 
tad 


q 
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16. The “P.C.” would conduct research, the fruits of which would be ayaj. 
able to all members of selling units equally. 


In assessing the merits of the plan outlined above, it should be understog 
that it is only a bare outline and also one of a large number of possibje 
variations. There are surely weaknesses in these suggestions which experienc 
would uncover, and for which experience would probably also provide a 
answer. However, enough detail is presented to make concrete the thesis tha; 
the number of independent selling units can be many times as large as the 
number of producing plants.® 


Implications of the Proposed Plan 


Lower Prices A 

This proposal should lower prices where they have exceeded competitive we 
levels by multiplying the number of rival selling units without giving ris we 
to an offsetting increase in costs of production and distribution. There remains J 
the danger of collusion among the individual selling units. It might be argued saa 
that the joint management of the “P.C.” makes “codperative” pricing highly = 
likely. The chief safeguard against collusion among the selling units is their % .,,. 
large number. Even in many trades where there are active trade association: 1 
or codperation for the procurement or prevention of legislation, price com- & .... 
petition has been keen if there were many sellers. Examples among the retail et 
trades are drugs, dry goods, groceries and furniture. Moreover, in the appoint- §& ,.). 
ment of trustees in the new selling units, the administrative agency would & .... 
presumably try to find men who would refuse to collude and who might . 
even disclose attempts at collusion to the administrative agency. Collusion & .,., 
would also be inhibited by buyers playing one seller off against the others es 
Buyers have a strong incentive, and fairly potent bait, for luring individual Tt 
sellers away from collusive arrangements. Finally, the fact that selling units & ,., 
would be fairly equal in size would prevent domination of the trade by 4 di 
few large units. ne 


Pressure for Economical Production and Sale 


An allegedly important evil of monopoly is relative inefficiency in pro 
duction and sale resulting from feeble pressure to minimize costs. This 
proposal should substantially increase pressure for cost reductions where 
production had been inefficient due to the monopolistic sense of security an¢ 
ease and managerial “control” through control of the proxy machinery. }) 
increasing owner control this plan should largely eliminate inefficient methods 


*An arrangement fairly similar to the plan outlined here actually prevailed for a long 
time in the cane sugar refining industry. The California and Hawaiian Sugar Co. was 
composed of many independent raw sugar producers in Hawaii welded together in 3 
refining codperative. Individual producers sold their refined sugar independently (though 
under the same brand name) and from the same physical refineries. It is alleged that the 
individual producers competed as vigorously with one another as they did with other 
members of the industry. See Boris Emmett, California and Hawaiian Sugar Refining 
Corporation of San Francisco, California (Palo Alto, Stanford Univ. Press, 1928). 


mar 
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of production and sale. Stockholders who before the dissolution of the 
sopoly were too small to exercise control over its operations would after 
on secure effective representation within their individual selling units. 


be avai 


derstood In voting their stock, the various owners of an individual selling unit could 
possible be expected to act in unison through a single representative who would serve 
‘Derience fas guardian of the selling unit’s interests, These owner-representatives would 
vide ay Maepresumably have no patience with inefficient or lax management of the 
esis thy ME’D.C.,” for it would increase the selling units costs and compel them to 


maintain high selling prices.* More easily than they could guard against 
iction inefficiency, the selling units could prevent management from 

compensating itself. Greater compensation for the executives of the “P.C.” 
would mean smaller profits remaining for distribution to the selling units. 

\s outlined here, this plan should preserve the technological economies of 
arge-scale production by maintaining the existing production structure. Simi- 
arly, 1 nanagerial, purchasing, research, delivery and advertising economies*® 

sould be preserved by this plan. It would, however, increase selling costs 


€ as the 


petitive 
ing rise 


— ssiasalies as the number of independent selling units operating in the same 
“heh market areas was multiplied. Competition requires many sellers and there- 
fore imposes a charge in the form of duplicate facilities which partly offsets 
rs owe the price reductions afforded by competition. 

Cations The increase in selling costs resulting from this plan would, however, be 
* re small Since almost all selling units would sell the identical product and 
“A eive no preference in delivery, rivalry among them would almost exclusively 
ae the form of price competition. As in the case of purely competitive 
.. gm markets, distribution at the selling unit stage would be virtually costless. 
Husion In rder to ask minimum possible prices while obtaining a profit, selling 
‘ation units would presumably restrict their promotional activities to informing 
vidual ME CUveTS of their existence and of the price at which they are willing to sell. 
le They would await orders and keep records of their sales, payments received 
a. and debts outstanding. Any selling unit that engaged in costly high-pressure 
, distribution would lose out to those whose restricted promotional activities 
permitted them to sell at the lowest price. Hence, though this plan calls for 
a duplication of selling facilities, by making the market almost purely 

! competitive it keeps distribution costs to a bare minimum. 
ct Moreover, this proposal could stimulate efficiency in selling by permitting 
e- easy entry of new sellers while preserving the threat of bankruptcy. Freedom 
y an ‘Even though all selling units might be equally affected by inefficiencies so that no one 
y. By ifiered relative to the others, there are several factors that would cause the seller-owners 
thods A ress for maximum production efficiency. First, they would often be competing with 
her sellers of the same product outside the dissolved monopoly. Second, they would be in 
a lone ipetition with more distant substitute products. Third, they would probably feel that 
ons they could enlarge their total sales and profits by selling at a lower price. Fourth, they 
a. would Probably be emotionally prejudiced against unnecessary waste and against paying 
eomh ugh salaries to persons who did their jobs poorly. Owners of monopolies are also interested 
at the n these things. However, they are not able to exert strong influence on management be- 

sities use stock ownership is too widely diffused to allow owner control. 
fining * Advertising of the product, even if private brands were used by individual selling units, 


1 presumably be continued by the “P.C 
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of entry could be facilitated by allowing new selling units to join the “Pc” 
by investing a sum fixed by the administrative agency. The new firm would 
be issued shares of stock of equivalent book value which would entitle jt to 
a voice in the management of the producing unit. 

Conversely, this plan allows for no slush fund that would cushion selling 
units from the full effects of competitive pressure. Whereas a monopoly 
might carry on wasteful selling methods which it financed from its monopoly 
profits, selling units which operated inefficiently would presumably be forced 
to leave the trade. Thus there is good reason to hope that the proposal 
would contribute to efficient selling and thereby compensate at least in pan 
for the necessarily higher minimum costs of selling resulting from duplicated 
effort. 


Industrial Situations to Which This Plan Is Adapted 


Most amenable to monopoly dissolution are those firms which produce a 
single standard product. Multi-product producers, however, are susceptible 
to the same form of dissolution, but with much greater complication of detail. 

In the event a multi-product firm was dissolved, each selling unit could 
be allowed to sell any or all of its various products, Selling units would share 
in the excess profits on the basis of their dollar sales volume. Problems would 
primarily arise around the allocation of joint costs among the individual 
products currently produced and in assigning costs to new products, Selling 
units would have an interest in being undercharged for the articles they sell 
in greatest volume and in being overcharged for the articles of which they 
sell the least. 

Accounting convention would solve most of these problems. The flexibility 
of accounting procedures, however, makes it advisable to permit appeals to 
the administrative agency for a change in the method of calculation. After 
a short period, the rulings of the administrative agency would supplement 
accounting convention so that appeals would probably be infrequent. 

In the case of new products, it would be best to allow only marginal (avoid- 
able) costs to be charged against the new product. Otherwise, the combine 
might never produce and sell a product which would both cover its own costs 
and yield a profit to the selling unit which introduced it. 

This plan could be applied to almost every large industrial corporation 
(monopoly or not) without danger of doing serious damage. Court dissolu- 
tions of the past often increased costs and were undertaken reluctantly. The 
plan presented here need not be used so sparingly. Of course the plan would 
hurt owners of monopolies. In the place of monopoly profits they would ulti- 
mately be limited to the profits of competitive industry. But this is no danger, 
it is one of the objectives of monopoly dissolution. A plan that is painless 
can only disguise monopoly while preserving it. 

A partial and suggestive list of the industries to which this plan might be 
successfully applied follows: insurance (life, fire and casualty), steel, ral’ 
roads, aluminum, sulphur, telephone, telegraph, oil refining, tobacco, suga’ 
refining, radio broadcasting, electric power, automobile manufacturing, 40 
metal and glass containers. 
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\Jternative remedies for the monopoly problem rest upon the assumption 
hat the number of producing firms and the number of independent sellers 
a e the same. Yet there are ordinarily many times as many sellers as 
the -e are producing units in virtually all of modern industry, The activities 

‘he producing plants and salesmen are codrdinated through accounting 

ention just as clocks, through the uniform measurement of time, integrate 

vities of individuals. Presumably, costs would be calculated and allo- 
among various products in the same way after dissolution as before. 
.rbitrary and inexact elements need be no greater and uneconomical 
than they are now. 

Thus, there are no apparent mechanical reasons why there cannot be many 

sre sellers than producers. The task is to create a motivation which would 
nduce sellers operating out of the same producing concern to compete vigor- 
sly among themselves. For this, too, there is precedent. Prior to the war it 
vas not uncommon for automobile dealers selling the same brand of auto- 

bile to compete strongly for patronage and drive up trade-in allowances. 

This proposal suggests one of many possible arrangements which offer hope 

reating strong rivalry among sellers who own and operate the same 

rce of supply, In the absence of experimentation with such arrangements, 

their « nsequences cannot be foretold with great confidence. With much 
greater confidence, one can decide whether this proposal deserves a trial. 

plan is advanced primarily for industries where only a few large 

erns are currently operating and where economies of large scale make it 

y to compel many firms to operate. Where monopoly stems from other 

auses, such as patents, specific cures might be preferable. 

ALFRED R, OXENFELDT* 


ated 


economist on the Review and Analysis Staff of the Civilian Produc- 
\dministration. The opinions he expresses are his personal views and should not 
astri ied as these of that agency. 


Fetter on Lauderdale 
Professor Fetter, in his discussion of “Lauderdale’s Over-saving Theory”? 
nsiders it as the beginning of the general attack on classical doctrine which 
as carried on by Malthus, Hobson and Keynes. It should be noted, however, 


that while the theories of Hobson and Keynes point to a program of reform, 
‘he early opponents of classical doctrine such as Lauderdale and Malthus 


vere apprehensive of the social changes resulting from the industrial revolu- 
They defended the privileged position of the land-owning aristocracy 


‘gainst the attacks of the manufacturing classes and the social reformers who 


vere den vanding an end to the oppressive Corn Laws. Professor Fetter misses 
ie drift of Lauderdale’s work, especially with regard to the social perspective 


revealed by Lauderdale’s policy proposals. Fetter argues (pp. 275-76) that 


auderdale’s “motive” in writing the /nquiry* was to attack a debt reduction 
the sinking fund) because he feared it would raise the price of public 
and lower the rate of interest. Lauderdale’s “class-conscious sym 


Econ. Rev., Vol. XXXV, No. 3 (June, 1945), pp. 263-83 
nto the Nature and Origin of Public Wealth (1st ed., 1804; 2nd ed., 1819). 
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pathies” were with the investing class, Fetter claims, and thus he Opposed 
the sinking fund which gave rise to a situation in which “rich investors an 
faced with the unpleasant necessity of reinvesting the proceeds of the j. 
deemed bonds at a time when the interest rate on both public and private 
loans has fallen and, correspondingly, the price of securities of the sany 
grade has risen above the call price of the old bonds issued under the stres 
of war” (p. 280). 

This reasoning is based on a misconception of the English method of det 
creation. The argument implies that during the war with France (1793-189) 
1803-1815) the government was forced to issue bonds bearing unusually high 
rates, and with the return of peace such bonds—having risen above par- 
would be the first to be redeemed. But this was not the situation. The custom. 
ary procedure was followed of issuing bonds with a low nominal yield (3 pe 
cent) and offering them to subscribers at prices substantially below par (ir 
1798 at half the par value). Refunding at a lower interest rate after th 
Peace of Amiens or the final peace in 1815 was, therefore, impossible as {a 
as the bulk of the securities went, since over three-fourths of the war issues 
were in 3 per cents, and these never even approached par.* Certainly “wa 
profiteers” would hardly have found it “painful” had the government after 
the war decided to call in at par consols selling in the market at £54. The 
sinking fund operated by purchases of bonds in the open market. There was 
no policy of purchasing bonds issued “under the stress of war” in preference 
to older issues, since bonds originally offered at various prices below par cur. 
rently sold at prices proportional to their nominal rates of interest without 
reference to the real rates at which the money was first borrowed. 

Lauderdale opposed the debt reduction policy because heavy taxes, which 
burdened the landed classes, were required to continue it. Coincident with the 
publication of the second edition of the Inquiry, he made a speech in Parlia 
ment indicating the basis of his opposition to the debt reduction policy: “The 
imposition of £3,000,000 of taxes, at the present moment, was an act of the 
grossest injustice. Granting that it was necessary to make a sinking {und 
of £5,000,000, was it not necessary to give the country a little respite from 
taxation? . . . The best way of arriving at a sinking fund with convenience 
to the country, was to allow taxation to relax for a moment, in order that ii 
might attain that object.’* 

Lauderdale’s attack on the sinking fund was not an isolated expression 
It was part of a widespread agricultural agitation against taxation. Thi 
agitation came to a head in the depression of 1822. Meetings were organize 
and petitions protesting the unabated payments to the fundholders and ‘te 
“overwhelming and all-devouring taxation” were sent to Parliament.* Lauder 
dale’s contribution to this campaign was a pamphlet entitled Sinking Func 
or the system which recommends the repeal of five millions of taxes om" 
pared with the system which recommends levying five millions by taxati' 
for the redemption of the public debt. 

The other major economic issue in which Lauderdale participated was 
Corn Laws. Contrary to Fetter’s assertion (p. 283 n.) that Lauderdale & 
plored trade restrictions, the record shows him to be an indefatigable cham 
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rricultural protectionism. He gave strong support to the restrictive 
1815, and to the end of his Parliamentary career he remained 


mpromising advocate of stringent prohibitions on grain imports.* 


.¢ the Corn Laws, Lauderdale argued, would not mean free trade 
there were so many taxes which pressed on our agriculturists.” It 
in effect, be giving a bounty to the foreign grower of grain. On the 


|, the corn regulations protected British agriculture from the ruinous 


of foreign surpluses, stimulated employment and demand, and made 


independent of foreign powers for her subsistence. Such benefits 
scended in importance the short-run gain derived from the importation 
he ap corn,’ 


Morton PAGLIN* 


hor is a research assistant in economics at the University of California, Berkeley 


“The Concept of Economic Surplus”: Errata’ 


, line 12 from bottom: Insert for the sellers after surplus. 
line 9 from bottom: Insert for the buyers after surplus. 
line 11: Replace rent by surplus. 


igure 1: Point N, and N,, lying on the line NB, at the dotted lines, 
not marked. 


line 21: Replace by Topo. 


ine 2: by P’ePoP. 


Fi igure 3b: s;, lying at the intersection of sep, and ~,w,, not marked. 
a lines 14 and 29 
line 23: Replace dash by minue, sign. 


line 9: Replace ot, by Tory. 
line 26: Replace os,p,r:, which roPogit: — 


by — ToS: Pits 


line 13: Delete as in Figure 2, 
line 14: Replace slopes by slope 


line 4: Replace by 


line 7 from bottom: Delete dash 


e figures are derived from Robert Hamilton, An Inquiry Concerning .. . the National 


ed., 1818), pp. 248-50. For the prices of consols see Leone Levi, History of 


‘ommerce (2nd ed., 1880), table facing p. 72. 
urd’s Parl. Debates (ser. 1), Vol. XL, p. 1232. 


Villiam Smart, Economic Annals of the Nineteenth Century (London, 1917), Vol. II, 
7. See also Parl. Debates (ser. 2), Vol. VI, pp. 555 ff. 
madera le made a great many speeches on the Corn Laws between 1808 and 1828. 


ially Parl. Debates (ser. 1), Vol. XXVIII, pp. 4-5, 59-60; Vol. XXX, pp. 142-43, 
ser. 2) Vol. XV, pp. 208-09, 1385-91. 


' Parl De ebates (ser. 1), Vol. XXX, pp. 202-04. 


ulding, Am. Econ. Rev., Vol. XXV, No. 5 (Dec., 1945), pp. 851-69. 
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BOOK REVIEWS 


Economic Theory; General Works 


The Social Problems of an Industrial Civilization, By ELTON Mayo, (Boston 
Div. of Research, Grad, School of Bus. Admin., Harvard Univ. 1945 
Pp. xvii, 150. $2.50.) 

To economists and especially to teachers of economics, this book will prove 
stimulating and at times shockingly irritating. With that portion of Pro- 
fessor Mayo’s work which describes the difficulties of achieving effective 
cooperation in industry and advocates increased emphasis on the human 
factor, there must necessarily be definite agreement. In his discussion of thes 
matters, Professor Mayo again proves himself not only an erudite scholar 
but a down-to-earth philosopher with a sagacity founded upon his insistence 
on the utilization of objective clinical methods in studying industrial relations 
On the other hand, with the thesis which apparently places the blame for both 
domestic and international ills largely upon the tenets of classical economic 
theory, there can be no meeting of the minds, 

For the purposes of review, Professor Mayo’s recent book may be divided 
into two almost independent sections. In fact, the author helps in that respec: 
by designating Part I, Science and Society and Part II, The Clinical Approach 
This latter part contains descriptions in considerable detail of three inquiries 
conducted by the Department of Industrial Research at the Harvard Busines 
School, the first inquiry being on labor turnover in a textile mill, the second 
on the use of interviews at the Hawthorne works of the Western Electr 
Company, and the third on absenteeism and turnover in a number of metal: 
working plants. The material thus provides the reader with illustrations of the 
clinical approach to industrial problems and is also used by the author t¢ 
substantiate his conclusions regarding the importance of social as contraste¢ 
with technical skills. Additional studies are briefly summarized in an appendix. 
In reading such studies there is sometimes the feeling that the same con- 
clusions could be reached by deductive reasoning tempered with horse sens 
but in a field of such transcendental importance as human relations, pains 
taking scientific methods should be used to the maximum practicable exten! 

In Part I Professor Mayo indulges himself in a criticism of social scientis‘s 
and their works from Ricardo to the present. According to the author, eco 
nomic theory is based on a misapprehension which can be traced to Ricard 
the basic concepts (p. 40) being: 

1. Natural society consists of a horde of unorganized individuals. 

2. Every individual acts in a manner calculated to secure his self-preserv* 
tion or self-interest. 


— 
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individual thinks logically, to the best of his ability, in the service 
hese, Professor Mayo disagrees except under conditions of emergency 
when routines of codrdination in a social group are broken, and he 
ch motives as “‘desire to stand well with one’s fellows, the so-called 
nstinct of association” (p. 43) as more important than self-interest 
re asoning. 
defending Ricardo whose own early retirement from stockbroking 
sed to refute the power of self-interest, it should be pointed out 
ists, both old and new, have repeatedly emphasized other types 
It is not surprising that Professor Mayo finds a worker who 
iccept a new job at an increased salary when such reward meant 
ngenial working group. Economic society weighs monetary rewards 
rking conditions, including surroundings and co-workers, and 
ists have long used the familiar term “psychic income” to cover 
s of non-monetary compensation. But economists still insist that 
f-interest is the dominant industrial fact, although they would not 
ily hold that such a dominance was best for an ideal society. More- 
regard to another aspect of economics, the author’s statement, 
1 necessary commodity is emergency or crisis” (p. 41), cannot be 
id for this world in which economists must base their analyses 
rudential allocation of scarce means of production. 

s attack on the social sciences which are characterized as “the un- 
| sciences,” Professor Mayo is on firmer and relatively well-trodden 
The natural sciences—chemistry, physics, physiology—have made 
us advances and with them man’s technical dexterity in handling 

while there has been no comparable progress in social skill which, 

r’s words, “shows itself as a capacity to receive communication 
and to respond to the attitudes and ideas of others in such 

to promote congenial participation in a common task” (p. 13). 

ng these points and in no way wishing to present an alibi for society’s 
to develop adequate social skills, the reviewer feels that the reason lies 
differences between things and beings, differences aggravated in an 
usually rapid technical development, And the reviewer also questions 
plete validity of the author’s assumptions of earlier and simpler orders 


technical and social skills were in balance. Even in such societies which 


* Mayo considers “established” in contrast to the present “adaptive” 
| skills lagged and the happy savage remains a mythical creature. 
most extensive and important application of Professor Mayo’s thesis 

be considered, namely, the international one. The author states: 
cial skills had advanced step by step with our technical skills, there 

t have been another European war” (p. 23); a theme which recurs 
laces, including the final lines of the last chapter. In this dis- 


p 


ling post-war period there can be no one who does not fervently wish 
were true, but proof is impossible. In the reviewer’s opinion, Hitler was 


ite master of social skill and it is dubious if any opposing social 
have deterred him and his followers from their mania for world 


Rost 
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domination, Furthermore, it should be pointed out that economic theory ; 
Germany was not of the classical British variety and also that the tow 
horsemen have ravaged the world from times immemorial. The reviewer }». 
lieves that it will require more than a reform of Ricardian theory to reac) 
the new era of peaceful understanding. It will require the reform of th 
human heart. 
JoHN W, Harrman 

Dartmouth College 


Le Développement de la Pensée Economique, By BERTRAND Nocaro. (Paris 
Lib. Gén. de Droit et de Jurisprudence. 1944. Pp. 345.) 


This book, written in the darkness of the occupation, is symptomatic of the 
old, not of the new, French economic approach. It is perhaps the last of the 
histories of thought published by a member of the school of writers mat 
famous by Gide, Rist and Gonnard, Professor Nogaro makes no claim t 
originality and does not specialize in historical background work in which 
Gide and Rist, and more recently, Paul Hugon,? a French professor in 
Brazil, excelled. Nogaro presents a chronological survey of outstanding con- 
tributions to economics with particular emphasis on the nineteenth century 

The book starts with Cantillon, Quesnay and the Physiocrats, Turgot, 
Hume and Condillac, a group of authors who, as Nogaro puts it, studied the 
ensemble of economic organization. This first chapter on the précurseurs is 
clear, precise and makes easy reading. The three chapters following deal with 
the great classics, Adam Smith, J.-B. Say, David Ricardo and John Stuart Mill 
They are written in the French textbook tradition, presenting collated ex- 
cerpts in digest form, interspersed with comments. 

Chapter 5 on Historism and Realism in the Nineteenth Century include 
a comparative analysis of Schmoller and Wagner. However, casual reading 
might convey the erroneous impression that Adolf Wagner was a member 0! 
the historical school. In connection with discussions of the historical approach 
if not with regard to other features of economic analysis, French economists 
have given rather extensive, though rarely sympathetic, treatment of Kar! 
Marx. In this respect Nogaro’s treatise differs from the traditional French 
histories of economic thought. He completely omits the treatment of Man 
and Marxians. Omission of the more recent writings of Dickinson, Lange 
and Lerner can partly be attributed to a time lag in international intellectual 
osmosis which, however, does not apply to earlier socialist writings. Nogat 
justifies omission of Marx by stating that dogmatic tendencies are excluded 
from this book. Was it the political condition of the time during which he was 
working on the book which forced this approach upon Nogaro, or does be 
really think that Marx had only dogmatic and no analytical contributions 
to make? In any case, economic analysis of the problems of a collectivist 
system seems to be beyond the pale as far as this author is concerned. | 

The chapter on The School of Vienna and Marginalism brings some 200, 


* Elementos de Historia das Doutrinas Econémicas (Sao Paulo, 1942). 
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theory ip well-known, comments on Menger. It leans particularly on the 


the ‘Our ‘f the recently deceased Gaétan Pirou, author of Les Théories de 
lewer be. L’Equilibre Economique and of L’Utilité Marginale de Menegr a Clark. 
™ reac The next chapter is entitled The School of Lausanne and Economic Equi- 
N of the rium, There are generous samples of Léon Walras’s value analysis and there 
| doubt that Professor Nogaro has given serious attention to this author. 
oa is given a prominent place but unfortunately he is primarily described as 
ularizer of Walras, and not enough credit is given to his creative role as a 
essor. The work of Cournot receives even less attention in Nogaro’s work 
» (Par than it was given by Gide and Rist. The explanation offered by the author is 
that Cournot had little influence on economists of his time. Since Nogaro does 
‘ic 0 not deal with imperfect competition, the réle of Cournot as a pioneer in the 
St of th study of the theory of monopoly is not given justice. Barone seems to have 
Ts ma been forgotten altogether and this is another indication of Nogaro’s under- 
claim estimation of achievements of the Lausanne school beyond the accomplish- 
n wh ments of Walras. 
essor ip A chapter on Neo-Classicism is largely devoted to Alfred Marshall and 
ing con John Bates Clark. There are several quotations and condensations from 
century essor Homan’s Contemporary Economic Thought, particularly in the 
Turg tion dealing with Clark. Both Clark and Marshall are treated quite inter- 
died tingly, and in the case of Marshall the various intellectual influences and 
Seurs urrents are painted in a few bold strokes. 
eal vi The chapter on Tendencies of Contemporary Economic Thought includes 
ut M references to Mitchell and Spiethoff, Veblen and Commons, Simiand and a 
ited ex- number of other writers. Among the more recent French economists, the pro- 
fessors of the Law School of Paris, Aftalion and Lescure, get their share of 
inclu recognition, while for instance, René Roy, mathematical economist of a 
reading French engineering school, joins Barone in the ranks of forgotten men. This 
nber | an be understood by Nogaro’s attitude toward mathematical analysis in 
proach general 
nomists Nogaro believes that our generation is one of eclectics in the field of eco- 
of Kar nomic thought and, indeed, from his perspective, eclecticism is all that can 
French be seen, for most of the significant works written since the early thirties are 
f Marx not considered. Of Keynes he says only that “He uses with equal mastery 
Lange statistical documentation and deductive reasoning,” a compliment which 
lectual Lord Keynes might have thought too much on one and too little on the other 
Nogat hand. Of Hicks, there is no mention, but then, Value and Capital was pub- 
cluded lished in 1939 and because of war conditions, Nogaro may not have had an 
he was ccasion to see it before his book was printed. 
oes he The last chapter, The Conflict of Methods is a swan song of an epoch. It 
jutions is a plea for scientific analysis based on logical deduction and empirical in- 
ctivl vestigation, but a rejection of abstract models and theories, particularly of 


the mathematical variety. 
Nogaro is an erudite more than he is an analyst. He has given training 
n classical economics to thousands of students, but some of his pupils went 
ad and came home with new ideas. His students will challenge Nogaro 
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as he challenged his elders when he talked to them about the teachings oj 
Marshall, Clark and Mitchell. He will find discussions with the new gener, 
tion quite stimulating. The conflict of methods will be evident. 
HENRY SIMON 
Washington, D.C. 


Economic Systems; Post-War Planning 


The Great Transformation. By Kart Povanyt, Introduction by Roser 
Maclver. (New York: Farrar and Rinehart. 1944. Pp. xiii, 305. $3.00.) 


Dr. Polanyi has offered in this work an explanation of the present difficulties 
of Western European civilization. With an historical review that is almost 
wholly confined to England, he finds his answer in an asserted incompati 
bility between modern industrial society and the instabilities invoked by the 
capitalistic market system. We are in the midst of a conflict between two 
major idea-systems, conscious regulation of economic activity and the principle 
of self-regulating competition. As Polanyi views matters, free competition has 
always been a disorganizing influence, which has consistently invited organ- 
ized interference to protect the very existence of society itself. Our present 
extensive departure (“the great transformation”) from the individualism oi 
the nineteenth century was not the result of “. . . some alleged laws of eco- 
nomics such as that of the falling rate of profit or of under-consumption o 
over-production. [That society] . . . disintegrated as the result of . . . the 
measures which society adopted in order not to be, in its turn, annihilated 
by the action of the self-regulating market” (p. 249). Thus the Marwan 
thesis is summarily rejected, although in the spirit of Marx, Polanyi tums 
Professor Schumpeter upside down, since the latter holds that capitalism 
could survive if freed from “irrational” interferences, while Polanyi finds this 
a formula for destruction. 

Economists, then, should cease to recommend a policy of free markets 
and should get away from an artificial separation of the economic community 
from the remainder of culture. They should recognize the soundness of the 
efforts of articulate social groups to protect their positions from the incursions 
of market forces. Society has been “rediscovered,” and those who make 
policies should get away from the notion of autonomous economic laws 
Society is “complex” and “integrated,” and the very concept of individual 
freedom may well be an illusion. 

We are not told, however, how, in this new view of things, economt 
resources are to be allocated among competing uses. It is implied that te 
state, through the executive power and social legislation, is to control economic 
processes for the protection of “all.” We are encouraged to believe that group 
struggles for economic advantage have their common ground in “social 
protection,” and apparently need give no cause for concern, But the autic' 
gives us no specific political theory. One can envisage a “broker state” whic) 
is to distribute “equities” according to relative group power, imposing ! 


BOOK REVIEWS 399 


[June 

chings ¢ results upon an attenuated price and profits system (with the magnificent 
y genera ‘nconsistency that is now helping inflation along in this country?). Or, one 
e can contemplate a thoroughgoing political absolutism, modern style, domi- 
Bioce nated by the minority representatives of a single group (similarly threatened 
c mary destruction of the total plan, and compelled to follow drastic 
- neasures). But such speculation is left to the reader, for after 
mishing an ‘naa defense of Interventionism in its many forms, Dr. 
inyi comes to no concrete results for present economic policy. Yet from 
nomic side of Interventionism, the solution to the problem of allocation 
resource utilization constitutes a major challenge to all partisans 

BERT M ncreased control. 
3.00 ~ BB We may turn to a more detailed consideration of the argument. The point 
fficultie leparture is an evaluation of economic liberalism as a philosophy of social 
: deed nge. The proponents of this doctrine took it for an automatic principle, 


F indispensable to a stable social order. The principle of competition as an 
1] ol rdering force had its inception, it may be noted, in the effort beginning with 
bbes in the seventeenth century to construct a social physics of the indi- 


es lual units of “human nature,” which were taken to move according to 

tion b § simple mechanical laws, discoverable by reason. A century later, Smith and 

“a | Quesnay had constructed a complete theoretical depiction of the natural 

preses rd would emerge from the free play of economic individuals in 

alism — 

i In this manner the individual became the primary conceptual unit in a 
ry of social policy. Sanction in turn was provided for a dual attack upon 


as udal and mercantile practices, and for a policy of laissez-faire. The nine- 
hilate teenth century was the high period for this system. Since 1914 these ideas 


have been obsolete, in the opinion of the author, and must give way to in- 


me reased control. Any effort to sustain the free market economy is, in con- 
‘italien hopelessly utopian, since it represents an intellectual response to 
uds th historical conditions no longer in existence, Society cannot, in these times, 
vithstand the disintegrating atomization essential to letting individuals freely 

owe irsue their own interests. 
mani [his “social atomization” implicit to laissez-faire from the beginning in- 
of th ved the denial and destruction of society itself, It was in no sense the 
wad " natural outcome of an ineluctable principle of truck, barter and exchange; it 
eal fad to be imposed, by the destruction of existing social arrangements. Thus 
1 the cane ialization of agriculture required the deliberate destruction of 
ividus val village community, and the whole feudal apparatus for controlling 
mec: effects of changes in long-distance trade. Even the Mer- 
_ tilists aimed to protect the community and its established social groups 
7 the disorganizing impacts of the free market. The conversion of human 
ae the status of an economic commodity, initiated with the Act of Settle- 


croup fee eat in 1795, was checked by the Speenhamland poor relief system until 1834. 
in short, the introduction of economic liberalism was never a “natural develop- 
but part of a conscious program which throughout met with opposi- 

which “on expressed in measures of social protection. 

nay” Laissez-faire involved intervention. It offered an enticing argument, by 


VW 
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geometrical demonstration, for social order. Actually, it created disorder, Re. 
sistance to the free market system was the response, to preserve order, This 
is true, the author finds, of the feudal regulations, the mercantile system, ani 
the Speenhamland policy. It is also true of the “protective” efforts of interes 
groups down to the present time. Resistance to change has always been mor 
natural to men than any impulse for free trade. 

The repeal of the Speenhamland law in 1834 gave England free wage labor 
by a measure whose “ruthless scientific cruelty” derived its intellectual justifi 


cation from the classical political economy, The author is thus drawn to a r- 
éxamination of the conceptual foundations of economic liberalism. 

At the end of the eighteenth century, Godwin had attributed poverty 
imperfect social institutions. Man himself was perfectible; all that was needed 
was to reconstruct society according to the principles of reason. As is already 
well known, this furnishes Malthus with the inspiration for his doctrine of 
population. Hunger alone could goad the poor to work, for men were beasts 
who would naturally reproduce their kind faster than food supply could in- 
crease. Nature ordained a balance of forces, physiological and environmental, 
in this zodlogical determinism. The concept, in turn, of struggle for existence 
later entered biological thought in the work of Charles Darwin. 

Ricardo built his own conceptual structure with these materials, He re 
affirmed the artificial distinction between the economic and the social order 
The economy had its own autonomous laws; they were independent, in the 
long run, of political action, and in the large were a part of the very order 
of nature itself. Only work and production could ameliorate poverty, and 
work required the spur of hunger. So emerged the basis for an attack on the 
poor relief policy. 

The explanation for this wrong-headed doctrine is to be found, Polanyi 
believes, in the notion of “human nature.” Men were taken to be individual 
economic atoms, driven by self-interest; under competition they serve society 
and a harmonious social order is the logically necessary result. Mandeville 
foresaw the essentials of the argument in 1709. As a matter of policy, wha 
was required was the elimination of interferences with free exchange, in al 
markets, The aim was the complete mobility of economic resources, irrespec: 
tive of social costs. All of the theorems of this social “geometry” flow back to 
the principle of human nature. 

But when Polanyi considers the data of history and the findings of cul- 
tural anthropology, he is convinced that the classical belief in an abstract 
human nature and its derivative institutional nexus is quite without found: 
tion. Man actually prefers the stability of existing institutional arrangements, 
as the lengthy history of measures of social protection clearly shows. For 
most cultures, economic activity is not induced by an acquisitive “instinct. 
And save for the nineteenth century, economic activity is not conventional)) 
separated in fact from the remainder of human activities. On the contrary 
the procurement of economic commodities, with the exception of the market 
economies of private capitalism, traditionally has been organized under the 
social principles of reciprocity (mutual exchange between specialized groups), 
or redistribution (allocation of surpluses by an accepted authority), 
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householding (direct production for use). Only under industrial capitalism 


the principle of private gain-seeking been utilized as a means for the 
‘on of the economic problem. This ignores, it may be mentioned, the 


ndispensable activities of the trading class of the ancient Mediterranean 


n his critique of classical economic theory, it will be observed that the 


r has revived Veblen’s technique of “inverse normalization.” The acquisi- 
e principle is not normal; the free market is not normal; and the “police- 


man” state is not normal. Each was the artificial result of deliberate inter- 


And the resistances to the policy (“frictions”) are normal; they 


press man’s natural resistance to the disorganizing effects of the free 


Now in conjunction with this critique, it may be remarked, although the 


s not developed by Polanyi, that the attempt to explain the behavior 
men by reference to an ultimate set of constants designated as human 


ature had its inception in the seventeenth century, in the work of Grotius 
nd Hobbes. Under the influence of the mechanical physics of Kepler and 


alileo, the attempt was made to reduce human behavior, by analysis, to 


implest elements, the “laws of human motion.” From these axioms, a 
luctive synthesis could then be built up by syllogistic reasoning, to yield a 


eory of the state, society and the social order. For Hobbes, the basic “law” 


‘lf-preservation, from which he derived a theory of political absolutism. 
r Adam Smith, a little over a century later, the basic principle is rational 
interest, from which he derived the logical necessity for the liberal state 


nd the institutions of the free competitive market. These rules of social 


In re 


were true for all time, universal in application, because their underlying 
ses were intuitively true to human reason. The science of man was placed 
i ng g with the timeless laws of mechanical physics. 

jecting this concept of human nature, Polanyi offers us another: that 

n natur ally resists change and prefers the stability of existing ways of 
But whether one argues that man naturally acts in self-interest or that 
wally acts to maintain his status in a social system, the assumption is 


tained that there is a datum to history, human nature. And if one takes 
lanyi’s definition of the datum, he is once obliged to explain the manifold 


iges which have occurred to the institutions of a particular people in his- 
il time, and at the same time to account for the impressive variety in 

institutions which becomes obvious wher. the cultures of different 
les are compared, Neither the historical innovations in culture nor the 


erences in culture can be accounted for by reference to abstract and time- 
s; constants. And this is to say nothing of the difficulty, in the light of 


investigations, of defining “the nature of human nature” itself. 
logists have found it increasingly difficult to analyze out learned 
n order to obtain a residuum of “innate” tendencies. About all that can 


rd is th at the formerly impressive apparatus of “propensities,” “instincts,” 


drives” has quite disintegrated as a means for the explanation of the 
r of men in actual historical situations. 
may be contended, therefore, that uniformities in human behavior can 
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only be discovered by the study of the actual behavior of men in historicy 
time, and not by the traditional procedure of “peeling away” learned traits, } 
abstraction, in order to find simple principles intuitively known to be try: 
constants. Only in this way can empirical knowledge be gained of modalitis 
(institutional resistances to change) and of the conditions of innovation jy 
institutions. These observations are equally applicable to Dr. Polanyi an 
Adam Smith, 

The upshot of Polanyi’s inverse normalization is to turn the classical cop 
structs upside down. The result is a new concept of economic and socia! 
rationality. It is rational for the state to intervene in every department of th: 
individual’s life. It is rational for men to ally themselves with “like member 
in groups, and through such groups to press for exclusive advantages, |: 
Veblen would have said, “This is as it should be.” On the other hand, it i 
irrational to recommend free markets, free private enterprise—the “simp 
and obvious system of natural liberty.” Such views can only rest upon the 
denial of the reality of society itself. 

In this manner, classical English liberalism gives way to a continental 
theory of Statecraft and an accompanying sociological doctrine, Viewed in 
the large, the conflict between these two modes of thought acutely expresses 
the division in ideas which now prevails in the United States, in the conilic 
over the relation of the state to economic life. It may be remarked in passing 
that the ideas of Interventionism were introduced to the social disciplines 
in the United States largely by scholars who undertook their graduate studies 
in Germany, in the second half of the nineteenth century. 

Having rejected the classical system of thought, Dr. Polanyi finds himseli 
obliged to account for its favorable reception and undoubted success in the 
nineteenth century. Once more the discussion is confined largely to England, 
possibly because Jaissez-faire never enjoyed equivalent acceptance in Ger 
many and other parts of the Continent. The author views the eighty years 
which followed 1834 as a period of peace, expanding markets, active capita 
accumulation, and a rising standard of life. He accounts for these matters by 
contending that there then obtained a unique combination of historical ci 
cumstances: the self-regulating market, the gold standard, the laissez-faire 
state, and above all the peace interest of an expanding business civilization 
The practical pacifism of business was given political expression by Metter- 
nich’s arrangements in 1820, and by the later Concert of Europe, Lenin to the 
contrary, capital was bound to lose in a general war in Europe, and so confined 
major military operations to the conquest of colonial areas. 

Why, then, did 1914 occur? Because, it is asserted, colonial rivalries it 
tensified after 1900, dividing Europe into armed camps. In addition, further 
interventions into the market process rendered the system increasingly w- 
workable. Among these influences are mentioned tariffs, trade unionist, 
social legislation, monetary experiments, and monopoly groupings of busines 
interests. Intervention tends to become cumulative, as the older free syste™ 
bogs down in increased difficulties; hence the period from 1914 has involvet 
the half-conscious “great transformation” of liberal society. 

The persistence of the classical doctrines, as a theory of policy, in t 
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rgat twenties and thirties, rendered a frank facing of the actual 
ficulties impossible, and left governments with inconsistent and badly 
d programs. In this context of intellectual confusion and continuing 
rder, fascism became possible, the author says, as a spurious doctrine of 
rder and stability, On the other hand, the classical liberals continued to give 
utterance, like the Scholastics of another age, to sterile but dogmatic formulas. 
Each new piece of intervention was interpreted as part of a grand collectivist 
conspiracy. Yet, Polanyi believes, interventions by the state or directly by 
groups seeking special protections have never proceeded from a com- 
mon ideology. They are to be interpreted as pragmatic responses to particular 
historical situations (the doctrine that ideas are plans of action formulated 
lely as responses to given stimuli, a quite erroneous view in the opinion of 
" The classical liberals have always erred in railing against an 
imagined conspiracy of agrarians, protectionist manufacturers and trade 
unionists. So too have the Marxists made the mistake of identifying measures 
intervention with the promotion of the interests of the dominant class. 
lly, Polanyi contends, classes are not primarily economic but social. 
[hey are themselves the derivative products of a social structure which under- 
goes historical changes, Classes may be the carriers of such processes of 
hange, but they are not causal factors in history. 

Both the classical liberals and the (classical) Marxists wrongly, Polanyi 
argues, look askance at most of the activities of groups and classes. Such 

leologues proceed from a selfish theory of human nature, are inclined to view 
special protective measures as irrational in the large, and are unable to recog- 
ze that groups and classes can and do take a “community view.” 

Perhaps they do, in some cases, and the author has at least given such 
ctivities a rather neat sociological justification which in some respects consti- 
tutes an improvement upon Machiavelli’s selfish theory of human nature. 
But Machiavelli also studied history and his conclusions arose more from 
describing men as he actually found them (and not idealizing them) than 
from a conscious effort to “de- spiritualize” human beings. The present diffi- 
culties, in reconciling interest-groupings with the “community interest” in 
stabilizing the price system, hardly lends comfort to an unrestrained optimism 

‘ the sort Polanyi conveys. 

Criticism of a book of this character must necessarily be limited. The work 
ffers an interesting interpretation of the economic history of England and 
an intriguing critique of classical economic liberalism. As a contribution to the 
roblems of economic policy in the present and for the calculable future, it 
ffers scarcely more than an appeal for tolerance toward interventionism, and 
a disparagement of objections to such policies where founded upon liberal 

neepts of the state or consideration of the economics of relative cost and 

st titution., 

T he aim, emai is to restate the case for intervention in order to make 
projessionals more receptive to the economic actions of autonomous economic 
groups and the political state. This suggests that a stable social order can 

nly come from more intervention, and that it must come with such inter- 
vention. Now this is an assumption which can be made, and with force; but 
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it remains an hypothesis. The history of countless states and their failures 
in the past offers no more warrant for optimism in this quarter than for th. 
confident naturalism of the Classical School. Until we know more about th: 
factors in historical changes, we shall remain in the dark, with either policy 

In his denial of the possibility of making the classical separation betwee 
the economic and the social order, the author accomplishes a shift of emphasis 
which serves the dual purpose of an attack on economic liberalism and a ¢e. 
fense of intervention in its manifold forms. It should be pointed out, hoy. 
ever, that the Classical School itself was genuinely devoted to the mainte. 
nance of the social institutions to which it was devoted, Social stability in 
some context is the actual objective of all schools in the social sciences, not- 
withstanding verbal enthusiasm for Progress. And this objective is a respons 
to the very real yearnings of Western man himself. 

On the other hand, when the problem of policy is limited to this concep- 
tion, sight is lost of the economic side of the matter. There is a problem 
of resource allocation and there is a problem of resource utilization. The solu- 
tion which one recommends for these complex problems of a collective eco- 
nomic existence will determine, if it does not proceed from, the scheme oj 
social and political institutions which the policy-maker wishes to make perma- 
nent. This is not to say that society is “nothing but” a scheme for efficient 
economic production. We suffer from an excess of such implicit theorizing 
today. But it is to contend that the economic side of the matter is not to be 
dismissed as an obsolete remnant of classical doctrine. As a matter of fact, 
the enthusiasm of the author for groups, the state, and intervention in general 
might well be tempered with a consideration of the economic factor. 

Another consequence of Polanyi’s position is the suggestion that freedom 
may be an illusion, that increased “integration” of man in “society” is in 
prospect, and that freedom may be a temptation to destroy society itself 
These rather vague generalizations can provide justification for virtually any 
brand of political absolutism. Nor has the author considered that if unlimited 
“sovereignty” is to be conferred upon private economic groups to pursut 
(their) “social protection,” the result can well be a condition of disorder 
which direct, invites a totalitarian state. In the first place, the democratic 
theory rests upon the sound premise that minority groups have obligations 
and responsibilities to the majority, as well as rights for the orderly pursuit 
of private advantages. In the second place, consideration ought to be given, 
in a book of this character, to the assumptions and implications of political 
totalitaranism. Unless history is viewed as necessary grinding out an inexorable 
trend, men do have a choice in these matters. The civilization of Western 
Europe involves more than a system of impersonal markets, What are the 
effects upon the life of the single individual and his social existence if the 
state is given complete centralized power to make economic decisions? The 
principles in the American Bill of Rights involve something else than 4 
guarantee of free private enterprise. What happens to these principles when 
a small group is entrusted, in its wisdom and without responsibility to a free 
ballot, to control change and to administer social order by the police power’ 
These are more than matters of the free exercise of the acquisitive principle, 
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- failures wnd they are more tangible than an “illusion” when one compares the politi- 
for the periments of the past thirty years. 

bout the MP 4 final observation may be made about the author’s interpretation of the 
r Policy nineteenth century. Stress is placed upon the driving stimulus of the free 
between market. Matters would, in my judgment, have been made more concrete 
mphasis by reference to the secular stimulus of a high rate of capital formation. 
ad a de. Traditionally, this has been the driving force of the capitalistic system, off- 


It, how. setting over the long run the over-savings tendency. The explanation of the 
ohenomenal capital development of the nineteenth century is to be found 

an interdependent combination of four stimuli: territorial growth, the 

scovery and utilization of new natural resources, the increase of population 


esponse HP (about 2.5 times in Europe from 1800 to 1914), and technological change. 


This lay back of the successful filling of the vents offered by free markets. 
CONCEp- | The book is excellent in its examination of the classical doctrines and in the 
roblem author’s assessment of the historical significance of Speenhamland. It offers 
te solu. an engaging reinterpretation of Interventionism, and an admirably sympa- 
ve eco) B® thetic effort to evaluate past measures of social protection that economists 
eme 0! have been too ready to dismiss on highly theoretical grounds. For these 
perma: reasons, the book should be given an important place in the reading of all 


fficient 
Mcie stuce nt OT policy problems. 
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Planning for Jobs. Edited by Lyte Fitcu and Horace Taytor. (Philadel- 
phia: Blakiston. 1946, Pp. x, 463. $3.75.) 

In the years immediately preceding World War II, it was becoming in- 
creasingly clear that a radical reordering of the workings of our economy was 
necessary if we were finally to pull out of the chronic depression then 
plaguing this country, and if we were to avoid falling into such a depression 
n the future. Over a period of well-nigh ten years we had tried now this 
and now that measure to raise production and employment to normal levels, 
nly to slide back into the quicksand of a new depression. We were obviously 

ling to get down to root causes. 

he demands of war gave rise to full capacity production and full employ- 

nt, but quite clearly did not eliminate the problem left unsolved when the 
war began. When peace came, the country would still need to find an answer, 
‘o the question of how to operate the economy so as to provide continuous 
eacetime employment for all Americans able and willing to work for a living. 
In the winter of 1943-1944, this question was dramatically put before the 
\merican public when the Pabst Brewing Company offered $50,000 in prizes 
‘or the seventeen “best and most practical solutions to the broad problems 

stwar employment in the United States.” The contest aroused nation- 
le interest. Nearly 36,000 Americans submitted plans. Men and women of 
valks of life, including about 5,000 from the armed forces, participated. 
lhe great variety of American thinking on so vital a question as post-war 
ployment, which this nation-wide response undoubtedly reflected, was not. 
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however, made available to the public at the time. Only the 17 winning plans 
were published' and none of the supporting material. 

The volume under review aims to fill that gap. Professors Fitch and Tayly 
have edited and annotated approximately 200 of the proposals, selected 
represent as many points of view as possible, “especially in the case of op. 
troversial questions.” The excerpts included in the publication were taka 
from both plans and supporting materials of over 160 entrants, including sey; 
of the prize winners. The editors have thus enabled us to examine an 
evaluate not only considerable amounts of supporting material, none of whic 
was published before, but also a much larger sample of the plans, 

In addition to these excerpts, the editors present a tabulation of the opinions 
of over 9,000 of the contestants on a number of selected aspects of the em. 
ployment questions. 

As would be expected, the variety and diversity of the proposals are almos 
bewildering. They run the gamut from the highly ingenious and comple: 
plan of a Washington, D.C., economist to maintain full employment through 
a system of forward agreements between government and prospective purchas- 
ers, and the simple, unicellular proposal of a Manpower Commission director 
from Nebraska for weed eradication, as a way out of depressions. If it wer 
not for the logical grouping of the selections by the editors, and their ters 
and lucid summations and annotations, it would not be possible to see the 
forest for the trees. With the editors as expert guides, one emerges with a 
more or less clearly defined pattern of American thinking on the question 
of post-war employment, as it was put down on paper in the Winter o 
1943-44. 

In general, the 200 proposals reproduced here do not differ greatly from the 
proposals of the 17 winning essays. Essentially, they merely constitute a larger 


all the 36,000 plans, the 17 included.? All but a few of the authors who er 
pressed themselves clearly on the subject would have government lead us ou! 
of depressions and create conditions for full employment. Of those who look 
to the government as that instrumentality, the majority would have it 
exercise these functions through its taxing power or through investment aid 
and monetary reforms. A basic assumption running through all the plans i: 
that “practical solutions” of the unemployment problem can be effected within 
the framework of an economic system of free private enterprise withou! 
seriously compromising existing prerogatives which are exercised in the con 
trol of that system. 

The result, in general, is a superficial evaluation of the causes of economic 
crises and of possible measures for their eradication. Most of the plans, 2 
best, are ameliorative, rather than preventive. Many become seriously it 
volved in self-contradiction, and still others would lead to the perpetuation 
if not the aggravation, of the causes that make for crises. 


*They were published in the Summer of 1944 by the Pabst Brewing Company 4 ° 
pamphlet entitled, The Winning Plans in the Pabst Postwar Employment Awards. 

7 An excellent summary of the 17 winning essays was published in the American Eco 
nomic Review by E. B. Smulyan in March, 1945. (See Volume XXXV, No. 1, pp. 120-12’ 


variety of themes which derive from three basic assumptions that run throug 
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ning play Most of the authors who expect the government to save us from our folly 

coe ive of government as some kind of supernational being, possess- 
nd Tavle og unigue powers and qualities to sustain the economy—rather than as one of 
elected : ‘he many institutions created by the economy, and living within and sus- 
se Of cm. ained by it. For government to be able to exercise powers toward eliminating 
ere tabs epression unemployment, the economy itself must first be so reoriented 


ling coum MEE that depressions become impossible. Without provision for such reorienta- 
whos te ‘ion, the plans remain sterile, can do no more than attack symptoms, and 
of whic reate a deus ex machina to do the attacking. 

E the plans, the reviewer’s among them, go so far as proposing a 
Opinine rechannelizing of the nation’s income, so that less would flow into savings 
the em. ME and more into consumer purchasing power, as a means of assuring full peace- 

Joyment. That would be accomplished through reducing taxes on 
ption and increasing taxes on personal income, and/or through in- 
ng wages and lowering prices commensurate with increased produc- 
vity of industry. Some of these plans would vary the tax burdens between 
ferent income classes as required by the swings of the business cycle. 
But most of the authors deny the need of any basic changes in the 
y and many assume the certainty of peacetime full employment if 
ly the government “create a favorable environment” for business (a new 
tchword in economic theory). By “favorable environment,” or favorable 
ess “climate” as some prefer to phrase the new slogan, they mean that 
vernment provide “incentives” to business and remove its “restraints.” 
ng specific “incentives,” they would have the government reduce the 
poration income tax, lower tax rates on the higher income brackets, abolish 
> excess profits tax—just as it was before we were catapulted into the abyss 


licit in most of the plans, but explicit in quite a few, is the acceptance 

inevitability of business cycles. When the depression comes, these 

rs seem to say, do this or do that to ameliorate its effects. The Wash- 

n, D.C., economist® who proposes to stabilize business through the plan 

ng a system of forward agreements with prospective purchasers, in- 

1 provision for “Slack Period Reserve Agreements.” It is even more 

stated in the very comprehensive plan of a Princeton University 

nomist which provides for both monetary stabilization and guaranteed 

markets for industrial output as a means of assuring post-war employment. 

Whenever depression threatened,’ he states, “there would be a ready 

rket.” And again, “on the appearance of the depression the Corporation 

take over. . . . The Corporation’s purchases are conditional on the 

indertaking of the manufacturer to repossess the goods, as soon as private 
lemand revives, . , .” (All italics are the reviewer’s.) 

The attempt to find ways of controlling the business cycle, yet operate 

thin it, leads many of the authors into curious cu/s-de-sac. An economics 

iessor from Washington, D.C., in a “one-sentence” plan would have 

Uncle Sam” buy up all consumer goods which the normal market will not 


» manner in which the editors identify the authors of the excerpts cited; an 
ists their names. 
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absorb, and dispose of the surplus “by holding it as a temporary stockpile ._. 
or by distributing it to domestic welfare agencies for sale at a discount: » 


by selling it to foreign governments; or for that matter, by giving it to th. ha 
Chinese as a means of advertising American goods”! It never seems to occy ar 
to the author that his surplus disposal schemes would undermine the yer 
market his plan aimed to sustain. And “Uncle Sam” would be left holding 0 
the bag. ; m 
The essays were short essays and one could not, therefore, reasonably Fi 
expect that the authors could give a complete or rounded view of their Ww 


thought. The impression left in the mind is not, however, a very satisfactory B 
one. It reminds one a little too much of the six blind men of Indostan wh 
went to “see’”’ an elephant. 
JoserH M, 
Washington, D.C. ni 


Problems of the Postwar World, Edited by Tuomas T. C, McCormick, (New 
York: McGraw-Hill. 1945. Pp. viii, 526. $3.75.) 


Most of the contributors to this symposium are faculty members of the 
Division of Social Studies, University of Wisconsin. The volume thus repre- 
sents the thinking on post-war problems by a substantial number of the social 
scientists at one of our better known universities, The book, which is di- 
vided into three parts, covers a wide range of broad subjects in the general 
fields of economics, government, and international relations, It is addressed 
to the “educated and thoughtful layman.” 

Part I is entitled Economic Policy. Walter A. Morton’s paper on Income 
and Employment discusses, in the space of thirty pages, reconversion, income 
and employment levels, causes of fluctuations, consumption, savings, private 
and public investment, monopoly and price policy, the national debt, fiscal 
policy and full employment, and economic maturity or excessive savings 
Perhaps because of the numerous topics covered in so short a space the 
chapter presents little description, explanation or analysis. It lacks integra- 
tion and is replete with unsupported generalized conclusions. This essay will 
contribute little to the layman’s understanding of the problem, Selig Perl- 
man’s and William H. Knowles’s chapter on American Unionism in the Post: 
war World is also disappointing. It is questionable whether this contribu- 
tion will aid the layman in understanding labor problems or assist him in 
evaluating and selecting sound labor policies or electing public officials who 
will resolve labor problems most satisfactorily. The reader is entitled to expect 
a far more enlightening discussion from one of the nation’s outstanding 
authorities on this subject. 

Elizabeth Brandeis has contributed a refreshing and provocative paper 00 
social security. Whether or not one endorses the author’s approval of the 
“Wisconsin Plan” and “merit rating,” one must respect her originality of ideas 
and clear, logical and objective presentation. Asher Hobson has written 4 
creditable chapter on post-war problems and planning in agriculture. The 
author has included considerable historical and some analytical material 0 
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vernment participation in agricultural affairs. In a chapter on post-war 

‘oblems and policies much of the historical information might preferably 
have been omitted and the space devoted to current agricultural questions 
nd suggested solutions. 

Harold M. Groves’s chapter on Taxation After the War is primarily a 
condensation of Production, Jobs and Taxes, which he prepared for the Com- 
mittee for Economic Development, and Federal, State and Local Government 
Fiscal Relations (S. Doc. No. 93, 1943) in the preparation of which he 
; Chief of Staff. Paul T. Ellsworth has done a workmanlike job on the 
Bases of Economic Foreign Policy, The many interdependent problems are 
early stated, the space allowed each is well balanced, and the reasoning is 


Part II is entitled Government and Society. In the paper on the Plan- 
ning Process in Government, John M. Gaus discusses the meaning, difficulty, 
and importance of planning. He defines planning as “a process of preparing 
wiser decisions.” David Fellman, writing on Post-war American Federalism 
points out that the relationship between the federal and state governments is 

ntegral part of our constitutional system; and the problems growing out 

t cannot be settled with finality because economic and political develop- 
ment ¢ gree ly create new sets of issues. Lorentz H. Adolfson discusses 
problems, trends, and the future of local government, In a paper on Post-war 
Education, "Matthew H. Willing describes pre-war trends in education and 
the effect of the war upon the schools. He concludes with a discussion on 
education in the post-war period in which he predicts a great demand for 
economic, scientific and technical training. There is little or no discussion of 
adult education or school finance. The editor of the volume, Thomas T. C. 
McCormick, is also the author of a Gaagaes chapter on the Negro. Impor- 


ducation seems out of place. Since the plan of the volume i is to cover a wide 
range of problems, it might have been desirable to have included at this point 
a few papers on important “war-created” problems; ¢.g., price control, hous- 
ng and veteran benefits, which continue in the post-war period. 

Part III deals with International Relations. Harold W. Stoke contributes 
chal enging paper on the New Nationalism in which he maintains that the 
rests and forces making for strong national states overwhelm the interests 

an ; forces making for collective security. For this reason and in order for this 
government to fulfill its commitments the author advocates the maintenance 

{a large peacetime military and naval force and the conservation of our 
latural resources. Pitman B. Potter’s provocative article on The League, 
1 League, or What? indicates certain essentials necessary for the effective inter- 
national coéperation. He believes that the failure of the League of Nations 

due chiefly to its members’ failure to make use of it. He concludes with 
ncing plea for an effective world organization. 

The remaining papers, which are not of primary concern to economists, 
may be merely listed: American-British Relations by H. Donaldson Jordon; 
Russian-American Relations by Selig Perlman; The Peoples of Germany by 
Howard Becker; Germany on the Eve of Occupation by Hans H. Gerth; The 
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United States and the Far East After the War by Frederic A. Ogg: Ty 
Pattern of Postwar Pan-America by Russell H. Fitzgibbon; and Canaga: 
Good Neighbor to the North by H. Gordon Skilling. 

The reviewer concurs with the obvious belief of the editor and the oo. 
tributors that, in order for democracy to function effectively, intelligent anj 
thoughtful laymen should be informed on current problems. A vehicle {; 
attaining this end is the symposium. In order for the symposium method jy 
be effective, however, at least two criteria should be met: (1) it should bx 
limited to one field or, at the most, a few closely related fields, and (2) the 
editor should integrate the contributions. The present volume fails to mee 
either criterion. 

DONALD SHaw 

Washington, D.C. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Monthly Digest of Statistics, No. 1 (January 1946). Compiled by the Central 
Statistical Office, United Kingdom, (London: His Majesty’s Stationen 
Office. 1946. 2s 6d net, Annual Subscription £1 12s 6d net, including 
postage. ) 

Definition of Items and Units in the Monthly Digest of Statistics. Prepared 
by the Central Statistical Office, United Kingdom. (London: His Ma; 
esty’s Stationery Office. 1946. 6d.) 

This newly published bulletin of 108 tables contains statistical serie 
which before the war either were not available or were not brought together 
in a single publication and which during the war were available only in th 
secret Statistical Digest, Series B. Many of the series are given in less deta! 
than in other publications, particularly the Board of Trade Journal, tht 
Ministry of Labour Gazette, and the Trade Accounts, but in general furthe: 
statistical reference to such publications will be unnecessary in the future 
Most of the series in this first issue, which was released early in February 
1946, run through November, 1945, and some series are complete for 1945. 

The most notable additions are series, recently compiled by the Ministry 
of Labor and National Service, showing the distribution of total manpo we 
in Great Britain, the average weekly earnings in certain industries, and th 
average weekly hours worked. The working population in November, 1% 
is shown as 21,134,000, compared with the latest revised figure for Ju 
1939, of 19,750,000. Actually these figures are not for “total manpowe! 
since they exclude male workers over 64, female workers over 59, and privalé 
domestic servants of all ages. (W orkers in Northern Ireland are exclude! 
by definition.) Women in part-time paid empioyment, estimated at 730,00 
in September, 1945, are counted as 365,000. By November, 1945, about 
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«) per cent of the 2,160,000 women who had joined the labor force between 
lune. 1939, and June, 1943, had retired. It is likely that the labor force 
il] be further reduced by about 1,000,000 during the next year as more 
irop out and fewer youngsters seek work after the school-leaving age 
raised to 15 in April, 1947, If further account is taken of the past transfer 
orkers from unrecorded private domestic employment to recorded other 
Joyment, it is apparent that the working population in June, 1947, will be 
ry little different from that in June, 1939. Moreover, the employed civilian 
or force is also likely to be about the same since the increase in the armed 
mpared with 1939 will be about equal to the decrease in unemploy- 


The average weekly hours worked in October, 1938, were 47.7 for men 
wzed 21 and over; in July, 1943, 52.9; in January, 1945, 49.4. It is probable 
that the work week will be further reduced by mid-1947 to the pre-war level, 
‘ it has not already been so reduced. Thus, the total hours of civilian work in 
Britain in 1947 will be very much the same as immediately before the war. 
Weekly earnings, based on returns covering nearly 6 million employees, are 
shown to have increased 76 per cent between October, 1938, and January, 

By paging through this rich compilation of statistical data, one can learn 
nore in an hour about the pattern of the British economy and the recent 
changes, than it is possible to learn from reams of descriptive material. The 
figures are engrossing, They reflect not only industrial effort but also changes 
n consumption, the extent of crowding in public conveyances, and the 
egree of “make do.” The average Britisher aged 16 and over drank 31 
gallons of beer in 1944, compared with 24 in 1938, but the total alcoholic 

ntent was less; the consumption of spirits declined 15-20 per cent, and the 
consumption of tobacco per person rose about 15 per cent. The consumption 
f newsprint fell 80 per cent between 1938 and 1942. Of the 31.7 million acres 
i agricultural land, 12.9 million were cultivated in 1938 and 18.8 million were 

permanent grass; in 1945, 19.2 million were cultivated and only 11.8 million 
were in permanent grass. The number of cattle increased 6 or 7 per cent, 
vhereas the number of sheep, pigs, and poultry declined markedly during the 
he monthly figures for 1946 will show the pattern and pace of reconversion. 
More data are now available on building activity, coal mining, exports, etc., 


than were heretofore available and these data will be the subject of monthly 


mment in Parliament and in the press. 
Che principal gaps in British statistics, which one wishes could be filled, are 


a series showing monthly income payments and an index of over-all productive 


acti ty. Perhaps even more basic is the need for data on capital expenditures. 
It is to be hoped that publication of the Board of Trade’s Statistical 
(ostract, suspended since 1938, will soon be resumed, as a supplement to the 


lonthly Digest of Statistics. 
| PHILIP S. BROWN 
Washington, D.C. 
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Business Cycles and Fluctuations 


Financing Full Employment. By JoHN PHILIP WERNETTE, (Cambridge: inc 
Harvard Univ. Press. 1945. Pp. 126. $2.00.) le} 
Looking beyond the current reconversion and “catching-up” phase to that ou 
longer period when our central economic problem will again be that of main- Ir 
taining an adequate demand for output, this little book presents “a positive - 


program to achieve full employment and prosperity with a minimum of 
government regulation.” Wernette wants to preserve the system of free 
enterprise and to avoid a government-controlled economy, He insists, how- 

ever, that these objectives can not be attained in the absence of positive govern- mn 
ment actions to maintain the effective demand for output at such a level as to 
make full employment profitable. “The entire purpose of the program is to 
keep private enterprise from collapsing in some great future depression; to 
keep private enterprise alive by underwriting a big market for the goods and 
services which private business can produce” (p. 10). 

To accomplish this purpose, the government will have to incur deficits dur- 
ing slack periods, and deficits will probably show a secular tendency to exceed 
surpluses. Wernette favors deficits whenever they are necessary to stimulate 
employment, but he is opposed to financing them by enlarging the national 
debt, for he considers the national debt to be a real burden in the sense that it 
discourages employment. In the first place, a huge debt is a “psychological” 
deterrent to enterprise; “. . . most persons seem to believe that it is a burden, 
and they worry about it” (p. 14). In the second place, the collection of taxes 
for servicing the debt discourages investment and employment. For these 
reasons, he would reduce rather than increase the national deht and would 
finance deficits incurred to stimulate employment through the issue of new 
money. “The basic fiscal policy is sound; but the deficits should not be ae 
financed by increasing the debt (which is a burden) but by creating new 
money (which would be a stimulating factor)” (p. 16). Essentially, therefore, 
this program would maintain full employment through appropriate monetary 
management. 

Wernette rejects the traditional “gold and banking” monetary system as 4 
vehicle for management, pointing out that it has not in the past succeeded in 
adjusting money supplies to the requirements of full employment and that 
there is little reason to expect greater success from it in the future. He would 
replace it with a fully-managed monetary system, which he calls the Full 
Employment Standard. The managing body would be a newly created Federal 
Stabilization Board, which “would be a kind of outgrowth and magnification 0! 
the present Federal Reserve Board of Governors. It would take over the 
powers and duties of the Reserve Board, and acquire some new ones. The 
Board would be assisted by a Federal Stabilization Advisory Committee, as 
composed of representatives of the executive and legislative branches of the m 
government” (p. 30). ra 

The guiding principle of the Full Employment Standard is indicated by 1ts . 
name. Abandoning all reference to gold or silver, the FSB would issue 
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‘hdraw money in the quantities necessary to maintain full and stable em- 
ment. “The technical apparatus for creating and paying out the money 
ocrements would be simple. The Board would create monetary certificates and 


= 
ee them in the Federal Reserve Banks for the account of the United 
7 States Treasury. These amounts would be added to whatever deposit credit the 
in. Treasury had at the moment. The Treasury would not differentiate between 
. » dollars added to its bank accounts and those obtained from any other 
- rce; but ye merely draw checks in the usual fashion” (p. 68). 
sa spend the newly-created money into circulation (1) to meet deficits 
“om natically by any slump in tax base; (2) to finance public works, 
ae a to retire debt. Necessary reductions of the money supply would 
“1 e elected through Treasury surpluses and the usual instruments of credit 
he Wernette » appears ‘to be less certain as to whether 100 per cent 
ts serve banks should be substituted for the existing fractional reserve sys- 
- However, after admitting that the operation of the Full Employment 
Standard would be complicated somewhat by fractional reserve banking, he 
= udes that, ‘for the present, at least, it would be unwise to adopt the 100 
on r cent bank reserve plan. Let the banks continue to operate just as they have 
late he past” (p. 76). 
al ugh the Full Employment Standard is the mainstay of Wernette’s 
tit g he does not consider it a cure-all, and calls upon government, busi- 
-al’ ness and labor for appropriate supplementary policies, 
as ne of the most interesting features of this book is its author’s optimism 
a \merica if full employment is maintained. He believes that with sustained 


perity our population, wealth and income will rise to such levels that by 
uld 30 a money supply of 363 billion dollars will be required to maintain a 
“er approximating that of 1940. Thus, the government will have to 
h issue large amounts of new money during future periods to prevent deflation. 
ios ‘his is not true, of course, of the present period. 

= Wernette’s primary purpose in this book was not to enter into an elaborate, 
ar nalysis Of business cycles, but to present in popular style a program for 
n together with the principal reasons for it. In this he has been very 


e successful, The style is simple and clear, and the book is interesting through- 
1 in ut. The reasoning behind the plan is essentially sound, Certainly monetary 
hat management has never had an adequate trial; we have been too much 
uld sessed with questions of gold and silver and other monetary forms. It seems 
Pull igh time that we relegated these forms to a secondary position and con- 
7” entrated our efforts on attaining what should be the prime objective of 
, netary policy—the maintenance of an appropriate flow of money spendings. 

, uld — be a tragedy if we dismissed monetary policy as ineffectual 
The ecause of the the failure of our half-hearted and frequently misdirected 
tee ttempts in tn past. Wernette brings out this fact very well. He also performs 
the ‘service by insisting on the necessity of codrdinating monetary, fiscal and 


ier governmental policies, though I doubt that an advisory committee of 
‘ype suggested would be adequate for the purpose. 
iestion, however, three of the book’s contentions. In the first place, I 


414 THE AMERICAN ECONOMIC REVIEW [yune 


suspect that its estimate as to the required supply of money during the ney 
35 years is somewhat high. Its analysis of population growth appears to stres 
economic factors too much, the predicted increase of wealth and income ; 
quite large, and the demand for money to hold as a percentage of nations! 
income seems high, In the second place, the extent of government interventio; 
in economic life is underestimated to the extent that the “stagnation schoo! 
is right. If despite low interest rates, private outlets for investment are {a 
below the volume of savings at full employment, the government may have 
to spend large amounts as entrepreneur. And in the third place, I doubt the 
wisdom of retaining private fractional reserve banks under the Full Employ. 
ment Standard. To the extent that private banks created money on the basis 
of their added reserves, the plan would not succeed in reducing the national 
debt. Moreover, with fractional reserve banking the FSB would lose accurac) 
in its control of the money supply. None of these criticisms reduces the validity 
of Wernette’s central thesis, however. 
LESTER V, CHANDLER 
Amherst College 


Public Finance; Fiscal Policy; Taxation 


The Incidence of Excess Profits Taxation. By MARION HAmiILton GILL 
(New York: Columbia Univ. Press, 1945. Pp. 179. $2.75.) 

Although the federal excess profits tax has been repealed, there is a 
genuine need for this study of the incidence and economic effects of excess 
profits taxation. During the recent war about one-fifth of federal receipts were 
derived from this source. It was also used extensively during the First World 
War. However, except for an essay by the late Professor David Friday, the 
author of the present work was unable to find any study devoted exclusivel| 
to the incidence of an excess profits tax. 

Since the base of an excess profits tax is the amount of net income over 
an assumed or legally defined normal, Professor Gillim begins with the inc: 
dence of a general income tax. Chapter 1 contains an excellent though bri 
summary of prevailing theories for and against the shifting of such a tax. 4 
majority of students of public finance have held with Seligman the tradition 
view that a general tax on net profits cannot be shifted. Even in a period oi 
rapidly rising prices it would be invalid to argue that the tax was a caus! 
factor. This theory of incidence needs to be examined in the light of criticisms 
of recent writers, particularly De Viti de Marco and Duncan Black. De \" 
held that the orthodox theory of shifting was deficient because of its neglect ol 
demand. He concluded that the “introduction of a tax always gives rise 10 
phenomena of shifting.” Duncan Black accords high praise to the contribu 
tions of De Viti, but believes that he in turn neglected the supply schecu 
of the factors of production. The true theory of incidence, he thinks, can 
found only by a recognition of the “reactions” of taxation on the forces of bot! 
demand and supply. 


| 
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Professor Gillim shows that the development of opposing conclusions re- 
he incidence of a general income tax has arisen, first, from varying 
)f demand and of the effects on demand of government expendi- 
Colwyn Committee in its Report in 1927, though mainly following 
nal approach, called attention to possible changes in price by forces 
n demand side, Perhaps it should be noted that, when this Report was 
ten, the newer developments in the relation of demand to price in the 
of monopolistic competition were just beginning. Another reason for the 
idictory theories lies in the definition of incidence itself. The author does 
cree with the Colwyn Committee in holding that incidence “is only con- 
th the question on whom the more immediate burden of the tax as a 
sts.” On the other hand, she does not include with Black certain broad 
y remote effects of a tax in the very long run (p. 64). Possible 
involving price changes are also excluded. 
thor has thus taken a commendable position between a narrowly 
lefinition and one so broad as to remove boundary lines altogether. 
y the reviewer would not, with Black, follow the late Professor 
1 in urging that the term “incidence” be cast overboard and “only the 
taxation spoken about in the theory of Public Finance.” Even 
igh it may not be possible to draw a line with scientific precision between 
nce and economic effects, it is desirable to retain the use of the term 
lence” in order to give a sharper perspective to the analysis. 
essor Gillim states certain reasons why the excess profits tax is a 
il case in income taxation and why its incidence is worthy of separate 
In the first place, the tax is measured against some pre-determined 
ncome. Clearly it is not possible to devise a method of ascertaining 
complete accuracy the normal profit of all corporations. Some inequities 
ound to occur and these will affect the distribution of capital among 
rises, The relative position among firms is disturbed and there is a 
incentive to evasion as well as to shifting. In the second place the tax 
en used primarily as a war measure. As such it is likely to be regarded 
temporary device rather than as a permanent part of the tax structure. 
his circumstance firms may establish different policies in respect to output, 
sts and prices. This might also be true of other forms of income taxation, but 
the excess profits tax is “more exclusively a war tax.” A third factor to be 
reckoned with is the rate of the tax. The excess profits tax is an added burden 
to the existing corporate tax system and thus may well give rise to an increas- 
rt to shift the tax, 
icidence is considered first under conditions of pure competition. Here 
s profits might exist as a result of temporary disequilibrium. Some firms 
xperience profits in excess of a normal return as defined by statute. The 
‘normal is a constant figure and must be compared not only with 
rofits but also with profits as a theoretical normal over the long run. 
vill be more or less variation between statutory normal profits and 
oretical normal required to maintain capital and management in a 
Over a long period changes will occur in the demand or cost func- 
* conclusion is reached that in the market and short periods the tax 
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will not be shifted except possibly in industries where production may be post- 
poned because of a depletion of resources, If shifting should occur in the long 
run, it will be the result of some imperfection which causes the tax to fall upop 
profits that are truly normal. 

Much the longest chapter of the book is that devoted to the treatment o' 
incidence of an excess profits tax under monopolistic competition an; 
monopoly. Here statutory excess profits may appear not only because of im. 
perfections in definition of the base period, but also as a result of changes ip 
demand, variation in the margin between cost and selling price, change in th: 
general price level, etc. The author analyzes the incidence of a general exces 
profits tax as a permanent tax and as a temporary measure for three periods 
of time—the market, the short run and the long period. Assumptions are made 
in respect to proportional and progressive rates. It is of special importance to 
note the logical effect of a tax with a proportional rate of 100 per cent or 
with rates which are steeply progressive to that point. The removal of the 
profit motive will result in a loss of incentive by the taxpayer and create 
indifference toward costs, good-will of customers and policies designed to effect 
economies. A similar conclusion was reached by Hicks, Hicks and Rostas in 
their recent study of the excess profits tax in Great Britain, as follows: “As 
has already been pointed out, the really dangerous thing about a 100 per cent 
tax is not so much that it provides no incentive to make profits, but rather that 
there is no adequate inducement to avoid losses.” Moult also finds that an 
excess profits tax which operates at the 100 per cent rate interferes with the 
entrepreneur’s principal motivating force and “tends to increase both the real 
and monetary costs of production.’ 

The author has demonstrated with much effectiveness that under conditions 
of monopoly and monopolistic competition some shifting of an excess profits 
tax will almost inevitably take place. This will be true in the market or short 
period and will probably occur in the long run. The position held by traditional 
theory that shifting under the assumed conditions is impossible becomes 
invalidated unless the excess profits tax is general, permanent, does not 
influence demand and does not alter total investment. Certain other assump 
tions of greater or less importance must be made. Thus the statute under which 
the excess profits tax is imposed must be drawn and administered with a per- 
fection that is seldom if ever attained. For the incidence of the tax to remain 
wholly on the recipient of excess profits, one must assume a conjuncture 0! 
circumstances that could scarcely be proved to exist in a dynamic world, The 
final conclusion of the author is that some of the forces set in motion by the 
tax are in the direction of higher prices, while others move toward lower 
prices, and the “‘net effect of an excess profits tax is not ascertainable.” . 

The book is an excellent contribution to the recent studies of incidence an¢ 
to the body of literature on tax theory. Professor Gillim modestly states that 
a serious limitation is the hypothetical nature of the analysis and the absence 

‘Hicks, Hicks, and Rostas, The Taxation of War Wealth (Oxford Univ. Press, 1941); 
p. 101. 


*Frank G. Moult, The Economic Consequences of the Excess Profits Tax (Fiscal Press 
Ltd., 1943), p. 91. 
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inductive tests. Yet the study has been written with exceptional insight to 


“ad -he problem of incidence and with remarkable ability to translate the intricacies 

ill 7 the subject into explicit language. It is a worthy addition to the valuable 
VOD 


‘udies on the incidence of income taxation that have appeared in recent years. 
Nent TIPTON R, SNAVELY 
Mm an University of Virginia 

Of im. 
Nges i Financing Government. By Harotp M. Groves, (New York: Holt. 1945. Pp. 
> In the xv, 653. $4.00.) 
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This is the first revision of this textbook in public finance. Since the author 
be expected to have changed his basic ideas, attention centers on the 
ns made, 
the original edition, public finance was treated under six main divisions, 
t in the revised edition four divisions were found sufficient. Public borrowing 
and the problems of the fiscal system as a whole were included under public 
expenditures. In view of the importance of public borrowing in the newer 
theories of the ends to be served by such means, this subordination is, in the 
reviewer's mind, somewhat doubtful. 
The chapter on intergovernmental fiscal relations has been almost com- 
letely rewritten to take advantage of later research in that field, particularly 
Sian sury study which Professor Groves directed. Considerable changes 
th the ere made in the income and estate tax chapters, and throughout the book 
ae there is evidence that the material in every chapter was carefully scrutinized 
‘fore being included in the new edition, Thus in the chapter on shifting and 
tions idence, the section on the processing taxes was omitted and those on the 
rafts | profits taxes expanded. The chapter on tax limitation in the 
iat riginal edition was cut to a section in this one. In the treatment of modifica- 
t of the property tax, less attention was given to the farmers’ tax problem, 
new section on the property tax and municipal revenues was added. 
{ the chapters on public expenditures were condensed into one, with the 
lting treatment greatly shortened. Furthermore, greater emphasis was 
by given to taxation, a desirable change. 
he chapters dealing with the taxation of business, consumption, motor 
les, polls, and natural resources, and the chapters on nontax revenues, 
power to tax, and state and federal aids are, for the most part, the same 
this as in the other edition. The changes made were in the main designed to 
ing the material up to date. More emphasis is given to fiscal policy in rela- 
tion both to the public debt and to the problem of war finance. 
Among the miscellaneous changes are the following: Less reliance is placed 
ibles. Fifteen tables are used in the revised edition as compared with 
“seven in the old. In the rewriting, somewhat less attention has been given 
Wisconsin problems. Most of the selected reading lists at the ends of the 
fapters have new references added, Some lists have been expanded con- 
erably, The setup of chapter headings and subheadings is more attractive. 
M. SLADE KENDRICK 
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International Trade, Finance and Economic Policy 


National Power and the Structure of Foreign Trade. By ALBERT O. Hirscx. 
MAN. (Berkeley and Los Angeles: Univ. of California Press. 1945. p) 
xiv, 170, $3.00.) 

Dr. Hirschman defines his purpose in this volume as ‘“‘a systematic expos. 
tion of the question of why and how foreign trade might become or migh; 
consciously and efficiently be used as an instrument of national power 
policy” (p. 12). By “national power” the author means “power of coercion 
which one nation may bring to bear upon other nations” (p. 13). The approach 
to this exposition is through theoretical analysis, supplemented by historical 
references and three statistical studies. 

Except for noting briefly that foreign trade has its “supply effect” on 
military potential, the analysis is entirely devoted to the “influence effect”— 
the direct source of power which resides in the ability of one nation to interrupt 
its trade with another and thus to inflict or threaten to inflict damage upon 
that other country as a means of attaining national ends. Elaborate analysis 
is scarcely required to demonstrate that such a condition of influence and 
dependence can exist, and has existed, under certain conditions. Dr. Hirsch- 
man’s theoretical section may, therefore, be regarded as an analysis of what 
these conditions are, or, alternatively, as prescriptions of techniques for a 
nation which desires to manipulate its trade relations for power purposes. 

The prescription is essentially this: find countries whose trade is small in 
comparison to your own, whose trade you can monopolize in large part, and 
who would have great difficulties of economic adjustment if their trade were 
to be cut off, and you can acquire a large measure of influence over the 
economic, political and strategic policies of those countries, It is not even 
necessary to monopolize all trade; if certain groups in these countries would 
be especially hard-hit by interruption of trade, these groups may become “a 
sort of ‘commercial fifth column’ ” on your behalf. Since, however, alternative 
markets and sources of supply, even though less advantageous, will usual} 
exist for these dependent countries in the real world, special measures can be 
taken which will make it difficult for them to shift away from you: e.g., take 
their products well above world prices, induce them to shift to production in 
which they have no comparative advantage vis-d-vis the rest of the world, 
use predatory dumping, handle their transit trade, etc. Prevent them from 
switching sources of their imports by a policy of bilateralism and blocked 
payments. A passive balance of trade with these countries may not always 
be an indispensable condition, but it is extraordinarily helpful. 

This is not only abstract analysis; it is, as Dr. Hirschman records, an out: 
line of the high-spots of German commercial policy, especially toward sout- 
eastern Europe, in the thirties. In lesser degree and less dramatically it has 
also undoubtedly been used by other countries on occasion. The catalog give" 
in the volume by no means exhausts the available techniques. . 

The author accepts “the case for free trade, on economic or welfare grouncs 


... [as] . .. unanswerable,” but contends that his analysis demonstrates 
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trade] does not have the additional merit of doing away with the 

spect of international economic relations” (p. 76). Without enter- 
ntroversy over what the proponents of free trade have or should 

n the power aspects of international trade, it may be observed 

he one thing which Dr. Hirschman obviously does not demonstrate is 
1t is claimed here, The free trade analysis rested, by definition, on the 

Ley assumption of an absence of state intervention in the terms, conditions and 

- Mgnt rection of trade. What the author is concerned with is the danger to 

Power B® .Inerable states, especially if they are small and poor, when a large state 

ean parts from this assumption and begins to control trade, and particularly 

— n it takes steps to prevent some trading partner from making alternative 

torical idjustments. Furthermore, as he recognizes (p. 27), his analysis depends for 
I upon factors from which the “classical theory” deliberately 

stract z., the short-run losses in the reallocation of resources following 
nterruption of trade. 
particularly relevant to the author’s main thesis, therefore, to 
numerous points in his treatment of the theory of international trade 
pt critical review. One of the most disconcerting features of the 
= ‘is that it is frequently difficult to ascertain whether the author attributes 
rec] umptions and conclusions to the economic theory of international 
ne tr r to the more extravagant claims made in the political debate over the 

di ; of “free trade” as a form of commercial policy. 

[tis important, however, for commercial policy to inquire whether dangerous 
tions of domination or dependency are typically inherent in all inter- 
nal trade or whether they are only a potential danger which is infre- 

_ ently exploited and can be policed. Despite some more cautious statements, 

ear from numerous passages that the author concludes that it is the 
even if war could be eliminated, foreign trade would lead to 
dependence and influence between nations” (p. 15; my italics). 

the contest for more national power permeates trade relations . 
lhe Nazis have done nothing but exploit to the fullest possibilities 

‘ in foreign trade within the traditional framework . . .” (p. 53). 
H nclusion for commercial policy is that it will not be sufficient to 
trade discriminations, quotas, multiple exchange rates, bilateral 

ements, blocked currencies, etc. Large nations tend to account for a 

larger share of the trade of small nations than they do of other large nations, 

mie nd the trade of small nations tends to be concentrated both as to markets 

* and products. The mere negative power to stop trade, therefore, is a sufficient 

nstrument of power-policy, and the author fears that where there’s a way 

‘neres likely to be a will. Nations therefore can be expected to eschew 

ic nationalism only if the power arising out of international trade is 

ionalized by effective limitations on national autonomy over the whole 

international economic relations and the establishment of an institu- 

iramework on international or supra-national lines, giving to an 
ernational authority not only ultimate supervision over the machinery of 
national trade, but also the actual provision of several of its most essential 
nanisms. 


le 


420 THE AMERICAN ECONOMIC REVIEW [yun 


Dr. Hirschman has dealt with a very real phenomenon which, as he ob. 
serves, often tends to be ignored, if not denied by the defenders of so-calle; - 
liberal commercial policies. But it is open to question whether he has not in ‘ 
turn greatly overstated the universality of the dangers and unnecessarily sell 
rejected less utopian solutions than that which he proposes. In particular. be - 
appears to overestimate the amount of coercion which one state could exert 
on another through trade relations, in the absence of discriminatory methods 
of trade control and direct intervention by the state in the direction, volume ” 
and composition of trade and the means of payment. The concentration oj a 
trade by countries or by commodities or, in some cases, the mere size of trade | 
between a given pair of countries may indeed enter into the consideration o: te 
statesmen in their conduct of foreign relations. But for them to become ele. 
ments of strong coercion will in most cases require that they be supplemented 
by the use, or the threat, of more selective techniques. Without these acces- 
sories, the power to interrupt trade and payments becomes at best a blunt 
instrument of influence, and deterrents of a supply and welfare character 
become greater and more apparent to the country instituting the action 
When trade is highly manipulated and closely controlled, on the other hand 
“political” considerations are almost certain to enter into many of the decision: 
of the controllers. In large measure this would still be true if an internationa 
authority wielded the power of control. 

The moral for commercial policy to be drawn from this volume is that a 
departure from a non-discriminatory trade régime should be subject to the 
closest scrutiny for its potential “power” implications as well as on grounds 
of economic welfare. Beyond that the evidence adduced is less convincing as 
to the magnitude of the dangers inherent in international trade. 

Leroy D, STINEBOWER 


Washington, D.C. 


A Cartel Policy for the United Nations. Edited by Corwin D. Epwaros 
(New York: Columbia Univ. Press. 1945. Pp. vii, 124. $1.25.) 

The five studies contained in this volume were originally presented 2 - 
lectures at Columbia University in March and April, 1945. They deal wits \ 
American policy toward international cartels, on the one hand, and with con- i; 
certed action of the United Nations on business combinations, on the other 
One theme runs through all five chapters, namely, that codperation of private ) 
business men on international markets almost invariably results in socially agel 
undesirable situations, and that there is little hope that such private coopera ne 
tion may lead to balanced expansion of trade and employment. All five studies fain 
are lucid, stimulating, thought-provoking, and, above all, most timely. 7 a 

Fritz Machlup’s paper on “The Nature of the International Cartel Problem a} 
introduces the volume. He enumerates three considerations which influenc . 
cartelists in framing their market policies. They are (1) to keep prices on 4 It j 
level which they can defend as being “fair,” and thus try to avoid adverse nd 
public criticism; (2) to maintain market policies which will discourage new 
entrants from widening the market; and (3) to adjust market policies t 
actual demand situations in order to attract increased new demand as far a 
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-sible. No doubt, these propositions are fundamentally significant for the 
nature’ of cartels and are a key to the thinking of cartelists. 
Professor Machlup defines cartels as “‘business agreements which have the 
urpose or effect of reducing or regulating competition.” He admits that 
-ommon usage distinguishes between combines and trusts, on the one hand, 
ind other types (collectives of independent profit-making units), on the other. 
However, he favors this more inclusive concept. In the opinion of this reviewer, 
there is a fundamental difference, both in structure and operation, between 
nbinations of the corporate type and collective market controls consisting of 
independent entrepreneurs. Such a distinction is of capital importance from 
the point of view of framing international public policies. No doubt, borderline 
ases sometimes blur this distinction. The legal suppression of cartels acceler- 
ates, according to Mr. Machlup, the development of intercorporate combi- 


In the absence of a cartel there would be a greater volume of production, 
and trade terms would be more favorable to the consumer, according to Mr. 
M p. Also, employment and investment policies would move on socially 

re desirable lines. The author mentions the following example of signal 
alinvestment caused by cartel practices. In cartels based on quotas the 
market shares of the cartel members are frequently determined in proportion 

their production capacity. “The greater the stand-by capacity of a cartel 
ber, the better his chances to win a higher quota.” This practice, in the 
rience of Professor Machlup, induces cartel members to “‘try to prepare for 
next renewal of the agreement (and for the next higgling over production 
by further increasing their already excessive capacity.” This is to 
ay that the principal motivating force for capacity enlargement would be 
the expectation of a larger quota. It is to be hoped that Professor Machlup 
will soon publish the empirical material which served as a basis for his example. 
This reviewer knows of several cases showing that business men exported 
arge quantities of their products at very low prices in order to better claim 
higher quotas in future cartel negotiations. The problem of malinvestment 
with reference to competitive and codperative international markets requires 
ich additional research. 

Mr. Machlup sees three alternative avenues practicable in the field of cartel 

licies. They are: government controlled cartels, uncontrolled cartels, and 

cartels at all. He chooses the course of no cartels at all. If the choice has 

be made between uncontrolled cartels and those controlled by public 
agencies, he would choose the former, because of the fact that “free” cartels 

erate precariously in permanent political and economic insecurity, whereas 
government regulation confers upon cartels dignity and recognition. The 
reader will regret that the scope of the study did not permit Mr. Machlup to 
elaborate on many basic issues raised and answered in his study. 

Ben W. Lewis’s study is on “The Status of Cartels in Post-War Europe.” 
it is indeed a fascinating subject in view of the rather diversified, unsettled, 


and unpredicable conditions on that continent. The essay includes an ex- 
‘ensive discussion of American policies toward cartels of defeated Germany. 


‘0 addition, it analyzes the kind of reception American cartel proposals may 
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expect in post-war Europe. The usefulness of cartels is, in the opinion of 
Professor Lewis, restricted to serving the purposes of aggressive, dictatorial 
governments. He considers it impossible to control market codéperation 
private entrepreneurs “by processes open to democratic governments.” Ac. 
cording to the author, “A democratic government which recognizes and 
accepts cartels cannot decently even be suspicious of their activities. There 
is much more reason to believe that cartels, once accepted, will take over the 
government than to believe that a democratic government can recognize and 
control cartels and remain democratic.” Countries like Canada, Belgium 
Holland, Sweden, France, Czechoslovakia, Switzerland, the United Kingdom 
accepted (or tolerated) cartels before World War II. Although this policy js 
open to criticism, the idea that the motley agglomerate of cartel organizations 
(glass, steel, nitrates, ec.) would have been able to operate their respective 
governments seems to require elucidation. 

The idea of cartel-operated governments may refer to fascist tendencies 
of certain capitalistic organizations, or to the excessive influence of pressure 
groups. It may be interesting to note that Edward Hallett Carr in a recent 
publication conceived of the American government as run by “big business 
According to Carr, “in the United States ‘big business’ acquired almost un- 
disputed control of the machinery of government.” Whether in democrat 
countries cartelized entrepreneurs have more reactionary inclinations thar 
those who do not join cartels it would be interesting to ascertain. That great 
economic power concentrated in private hands—if without efficient control 
may endanger democracy is beyond question. Professor Lewis’s discussion 
English cartel policies is original, realistic and based on historic facts. 

Robert P. Terrill’s study is entitled “Cartel Policy and International 
Security.” It includes a discussion of whether cartels may be used as an 
instrument in the maintenance of peace and whether cartels menace national 
security. Mr. Terrill takes up the attempts of European nations to found 
international coéperation on government-sponsored organizations of private 
business. He soundly judges that such policies would lead to disaster rather 
than to peace. These policies would adversely influence “open door” pledges 
respect to international markets, 

The author justifiably cautions “against undue emphasis on the specifical 
German character of international cartels and similar arrangements.” He 
warns against any illusion that the undesirable features of international carte!: 
are permanently suppressed by the mere elimination of German influence 
He also calls attention to the dangerous influence of highly nationalistic 
economic policies supporting all kinds of vested rights in the economic sphere 

In the opinion of Mr. Terrill, restrictive agreements necessarily constitu! 
a disturbing factor in international peace. He thinks that the military secur!l) 
of the United States does not require measures which would prevent 4 
multilateral and non-discriminatory system in economic intercourse. 

Theodore J. Kreps discusses “Experience with Unilateral Action towar 
International Cartels.” His essay raises four questions. First, what is the 
magnitude and character of the power which may unilaterally but success!w') 
achieve control over international cartels? Second, what types of action have 
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tried by nations unilaterally in the cartel field? Third, what was the 


0 een 
torial syecess or failure of such action? Fourth, can unilateral action alone achieve 
m of the desired end? 
Ac. Mr. Kreps minimizes fantastic statements about the large volume of world 
and ‘rade controlled by international cartels. He is right in stating that at least 
here without the tacit tolerance of United States entrepreneurs, very few world 
r the -artels could persist. In discussing European cartel policies Professor Kreps 
and es not take into account the unique political circumstances of the inter-war 
um neriod which exercised paramount effect upon those economic activities. He 
don yotes the movement of German domestic prices on cartellized and free 
cy markets without indicating that these figures had a relatively small bearing 
tions n the corresponding international prices. Although there is no doubt that 
ive German cartels served the nazi war machine, Mr. Kreps’s statement “that 
cartel operators and their adherents provided practically all the collaborators 
acies Germany needed to achieve economic and military conquest” undeservedly 
sure exonerates non-cartellized industrialists and other individuals. 
cet This reviewer thinks Mr. Kreps’s opinion that in the United Kingdom 
Ss -artel agreements are “by and large voidable and unenforceable” is over- 
un mplified. However, he is right in stating that the lack of tariff protection is 
ratic in many cases a good remedy against cartel abuses. It also seems somewhat 
han strained to this reviewer to say that “If technology is kept free, the extent to 
rea which intercompany competition may remain in any one industry, say copper, 


mes secondary.” In copper, the friendliness of the “rivalry” among copper 
producers was of greater significance than collaboration in the field of tech- 
nology. The competition of other metals, though often emphasized, was of 
r importance. However, there are commodities and services whose inter- 
national markets are decidedly influenced by codperation in the field of tech- 


In the opinion of Mr. Kreps, unilateral action by the United States against 
artel abuses will be effective but should be reinforced by multilateral action 

the United Nations. 

Corwin D, Edwards wrote the concluding chapter on “The Possibilities of an 
International Policy toward Cartels.” This is a realistic appraisal of what can 
be hoped for in the sphere of concerted international action. 

Professor Edwards does not make a distinction between voluntary and 

mpulsory marketing arrangements of entrepreneurs. This terminological 
simplification leads him to the conclusion that in such states as Belgium, 
Czechoslovakia, Switzerland, South Africa and Holland, statutes encouraged 

irtels, However, he properly judges that, even in countries which tolerated 
artels, there was no unanimity of opinion or policy as to the best course of 
action. His statement that “No international cartel is willing to assign to the 
‘raders of one country a share of the world market appreciably larger than 
‘hose traders might be able to command in competition” is generally right. 

The most illuminating part of Mr. Edwards’s study is the section dealing 
with the difficulties and prospects of joint international action and his sug- 

stions as to future policy. 

In the cartel field, unrestricted competition of ideas is more important and 
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timely than in any other field of economic discussion. Such rivalry of thought 

is the prerequisite of the elimination of theological methods of reasoning aboy there 
cartels which in themselves inadvertently shelter cartel abuses. The volum ue ¥ 
reviewed here is a useful step in the direction of enlightenment and sounj me 
policy determination, Even those who do not agree with all of the book’: rt 
propositions will read the volume with interest and profit. n th 
Ervin HEXNER ane 

University of North Carolina class 
requi 

Grundsitze und Methoden zur Ermittlung der richtigen Wahrungsrelation f tl 
zum Ausland. By HANs Bout. (Berne: Francke. 1944. Pp. 176, Sw. frs \s 
9.80.) there 
Kapitalexport und zwischenstaatliche Warenbewegungen. By | tradi 
SCHWENTER. (Berne: Francke. 1945. Pp. viii, 90.) simi 
These two volumes are a product of recent Swiss thinking on international 10€S 
trade problems shortly before the end of the war. They are concerned with tw 
two important aspects of the future international trade problem of Switzer- f ¢ 
land, namely, the achievement and maintenance of a stable balance of trade oy 
after the war, and the possible effects of an export of capital upon the balance ind 
of trade. ne 
The first volume falls in two parts, the first dealing with the problem oi proc 
determining the necessary conditions of price equilibrium in relation to foreign mon 
countries and the second with practical methods for determining empirically M 
the respective points of equilibrium and the disturbances of this equilibrium bald 
i.e., the so-called price parities or disparities relative to other countries. lore 
The importance of this problem for the Swiss economy needs hardly to be ac 
emphasized. Construction and exports are the two pillars of the Swiss will 
economy. In 1938 Swiss imports, less the cost of imported materials in- SWI 


cluded in exports, amounted to 1,370 million Swiss francs or almost 17 per pos! 
cent of her national income, and exports amounted to 1,317 million francs 
Exports for Switzerland are important not only for her capital formation nat 
but also for achieving greater industrial rationalization and technical progress 
The high standard of living which a lively international trade makes possible 
enables the population to pay the high prices of domestic agricultural products St 
and stimulates the demand for housing. The Swiss export trade is, therefore, 
the determinant factor in her business cycle and employment policy, an¢ 
price and cost relations of Swiss export products and those of competing Nu 
foreign products are of decisive importance. 
The analysis in the first part is based on the assumption that in all countries 
after the war there will be a strong tendency to restore the operation of the 
price mechanism in international relations as soon as possible while keeping 
exchange rates relatively stable. Although commitments will have been made 
for supporting the price of certain domestic products, particularly in agricul 
ture, and although priee disparities due to cost of transportation and exis ting 
tariffs are likewise taken into account, all other limitations due to exchange 
controls, quotas, etc., are assumed away. 
The first issue raised is whether, as the classical theory has assumed, 


} BOOK REVIEWS 425 


| 


here always exists a point of stable equilibrium. The author reviews some of 
-he well-known criticisms which have been levied against the classical theory, 
sich as the unrealistic assumption of stationary conditions, and the disregard 
‘or the volume of production which is likely to fluctuate in either direction 
n the process of achieving equilibrium in the balance of payment. He also 
notes certain more recent considerations which circumscribe the usefulness of 
-jassical theory, such as rigidity of the price and cost structure, the time 
required for necessary adjustments and structural changes, and the influence 
the modern credit system in destroying the responsiveness of the balance 
‘trade to internal price developments. 

\s a first step in delimiting the applicability of classical analysis, it is 
therefore necessary to study the conditions under which the balance of 
trade is positively elastic. This will be the case if the countries have a 
joes not prevail and there is no direct competition between the products of 
‘wo countries, the effect of a change in prices will depend upon the elasticit) 
{ demand for the particular commodities. In the case of essential non- 
ompetitive commodities, price changes will have little or no effect on demand, 
ind the balance of trade will be negatively elastic, leading to an unstable 
orice relationship with no equilibrating forces within certain limits. These 
products the author calls monopoly products. The reference is not to private 
monopolies but to a monopoly position of the country as a whole. 

Whether a country has a positively or negatively elastic or a neutral 
alance of trade will, therefore, depend upon the relative importance in its 
foreign trade of monopoly and competitive products. Obviously the case of 
a complete monopoly is a limiting assumption and most finished products 
will take an intermediate position. The author concludes that countries like 
Switzerland and Great Britain before the war did not have a strongly 
positively elastic balance of trade because of the predominance of finished 
products of special quality. He recognizes, however, that the elasticity was 
made somewhat more positive by their diversified production and high 
standards of living which created a demand for luxuries. 

The second important element in a study of equilibrium price conditions 
is the relation of the price structure of the rest of the economy to the export 
ndustries. Only if the entire economy of each country is in balance is it 
possible to determine the conditions for stable price relations between two 
untries. The reason is that there exist equalizing tendencies within an 
economy as between the conditions of production of international and “na- 
onal” commodities. The latter are not subject to the direct influence of 
nternational price relationships. They are, however, related to the inter- 
national goods of the country through internal price relationships and the 
endency toward equalizing the cost of production, though with a considerable 
me lag. The relation between the prices of national goods in two countries 
lepends, therefore, primarily upon the relation of the factors of production 


h the discussion in the following is limited to the balance of trade it is clear that 
ct of changes in the other items of the balance of payments are taken into con 
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in those countries. Actually this is relevant mainly with respect to the pro- 
ductivity of labor, because of the relatively free international movement 9; 
capital. This analysis explains also why the price level is generally higher ip 
more developed countries. Since the difference in productivity between de. 
veloped and undeveloped countries is usually greater for international thap 
for national goods (mostly because of the type of products in which the 
developed country specializes), this leads to a difference in prices between 
the national goods of the two countries. 

In trying to measure the disturbances of equilibrium between two countries. 
therefore, the equilibrium of the prices of national goods must also be taken 
into account. Their importance is due to the fact that they constitute a cost 
element (¢.g., as intermediate goods) in the prices of international goods; they 
influence the structure of the domestic demand; and they determine the 
relation of the prices of the factors of production, influencing in particular 
the movement of labor between domestic and export industries. 

Since, as has been noted, there are several determinants, the next question 
is to determine what indicators are available to measure the extent of the 
disturbances in equilibrium. One price average would obviously not suffice, 
since the averaging process will hide underlying disturbances which have 
different effects on the balance of trade and the production equilibrium 
within the economy. As an alternative, individual price groups might be 
compared, distinguishing particularly between rigid and elastic prices. T 
the latter belong the prices of international goods while national goods and 
wages fall in the former category. Here two ways of measuring are possible 
either a comparison between the most rigid prices of two countries, or the use 
of the existing internal price disparity between national goods and inter 
national goods as an indicator of the external price disparities. This pro 
cedure faces two difficulties, however. One is that many international goods 
are of a monopoly character and therefore not directly under foreign com- 
petition; and, secondly, this approach assumes that no price disparities exist 
in foreign countries. This assumption might be particularly misleading in 
times of crisis when wages and national prices, although abnormally high, 
are not higher than foreign wages and prices. 

The author therefore suggests the use of wages or cost of living indices 
as a supplementary basis for comparison. The former is preferable, since 
the cost of living index would still be influenced by import prices. Wages, on 
the other hand, are not only the most rigid factor, but they are also the most 
important cost and income element and the most frequent cause of price 
disparities. 

In the second part of the study the author tries to determine how ac- 
curately, on the basis of the previous analysis, actual disturbances can be 
measured. He also discusses the alternatives of using general price indices 
or studying price and cost relations in individual industries, and concludes 
that both methods should supplement each other. 

Though the issue of price equilibrium involves a comparison with all other 
countries taken together, actually only two countries can be compared 4 
one time. Furthermore, significant answers can be obtained only by com 
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oaring competing countries. The author therefore proposes comparison of 
Swiss indices with an average of British, American and German indices. For 
hat purpose he discusses the available Swiss indices to determine to what 
extent they are representative of the prices of Swiss national and inter- 
national goods and of Swiss wages, and offers suggestions for their improve- 
ment. Finally the outlined method is tested by application to the course of 
Swiss and foreign wages before and after the Swiss devaluation of 1936. 
Although the Swiss wage index has shown a continuous deterioration since 
; compared to American and British wages, the devaluation brought 
significant adjustment between the three. Similarly the considerable 
disparity existing between the wage index, the wholesale index, and 
st of living index was considerably narrowed, attesting the effectiveness 
f the Swiss devaluation. 
Despite the interesting contributions made in this volume, it is not likely 
) be of great usefulness in giving an answer to the immediate problems facing 
Switzerland. Its suggestions apply primarily to conditions which may prevail 
nce free international trade is reéstablished, but it does not provide any 
answers for the interim, and does not indicate the probable effect of the 
war and its aftermath on the Swiss economy.? A major problem of adjust- 
ment, however, will be faced precisely during this period and before joining 
any international monetary organization. Once international agreements pre- 
vail, unilateral action by any country will be considerably limited and atten- 
tion will have to be directed mainly toward internal adjustments rather than 
.and ternational devaluations. Inadequate attention, however, is given by the 
sible. J 2uthor to this second problem. He is mainly concerned with relatively short- 
e use Tun problems and adjustments necessary within the existing production struc- 
‘nter- ‘ure. More fundamental adjustments in the cost and price structure of some 
pro- jm economies may be necessary to effect a transition to a stable post-war economy. 
yoods fj [his volume is the first installment of a comprehensive study of the Institut 
com- jj ‘ur Wirtschaftsforschung of the conditions of equilibrium of the economy. It 
exist Will be interesting to see whether further publications will deal with these 
ng in pects. 
high, 
The second book is a theoretical discussion of the effects of an export of 
dices fe “2pital on the balance of trade and the economies of the capital exporting 
since (2d importing countries. In particular the author endeavors to show under 
os, on fe “ich circumstances a capital export is more likely to be carried out through 
most fe? “ecrease in imports rather than an increase in exports of the capital ex- 
price Porting country, In the opinion of this reviewer, however, the author has 
— to establish either the probability or the relevance of such a situation. 
w ac- Me rurthermore, it seems clear that the existence of such a situation usually 
an be (“Plies that an export surplus has already taken place at an earlier date and 
ndices “Xe balance of trade was not balanced to begin with. 
In analyzing the transfer problem in those cases where the export of 
capital is not followed immediately by an increased demand for the goods 


Cf in this 


A connection the illuminating article by G. Haberler, “The Choice of Exchange 
Rates after the War,” Am. Econ. Rev., Vol. XXXV, No. 3 (June, 1945). 
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of the capital exporting country at prevailing prices and exchange rates, the 
author distinguishes between countries on a gold standard and those op , 
paper standard. If the currency standard prevailing in both countries js thy 
same, no special transfer problem arises since it will be taken care of by , 
change in the price level of the two countries or in the exchange ati 
between them. A transfer problem of a “higher order’’ arises, however, accord. 
ing to the author, where only one country is on the gold standard and its 
price level changes while that of all other countries remains unchanged. In the 
latter case the transfer will presumably require a longer period of adjustment 

On the whole the discussion tends to be too simplified and schematic, and 
rather superficial, and the analysis is not pushed far enough. To a considerable 
extent it goes over familiar ground and fails to add anything significantly ney 
Many of the assumptions are highly unrealistic and partly contradictory 
leading to misleading conclusions, It seems, therefore, doubtful whether the 
study will contribute anything to the theoretical analysis or provide the 
answers to questions which the problem of capital exports is likely to pose in 
the near future. 

WALTER F. STETTNER 
Washington, D.C. 


Rival Partners: America and Britain in The Postwar World, By Kets 
Hutcuison. (New York: Macmillan. 1946. Pp. ix, 262. $2.00.) 

There are few issues fraught with more significance to the entire world 
than the post-war pattern of economic relationships between the United 
States and the British Empire. Mr. Hutchison’s highly readable book presents 
in simple terms the salient factors—both economic and political—which are 
likely to determine that pattern. 

Mr. Hutchison devotes the first part of his discussion to a review of the 
specific problems affecting the United States and British economies, and then 
proceeds to an analysis of areas of potential conflict and codperation. In 
appraising the domestic position, he stresses the war-generated disruption o! 
the individual structure; the depletion of basic raw material resources, such a 
lead, copper, iron ore, and timber, contrasted with greatly increased manv- 
facturing capacity for such materials as steel and the light metals. In the 
opinion of this reviewer, he somewhat overemphasizes the immediate dangers 
of overcapacity in the United States. For example, there is every evidence 
today that the demand for steel can fully utilize all the output from existing 
plant facilities for some time to come; certainly our present problem for shee! 
steel, wire products, and pig iron is one of acute shortage rather than of sur 
plus. The increase in population, the higher level of purchasing power, an 
the unsatisfied wants of the war period should contribute to making possivk 
relatively full utilization of capacity and manpower for a number of years @ 
least. This does not, of course, preclude the danger of catastrophic collapse 
some future date and, as Mr. Hutchison points out, the political climate in t's 
country is not at present favorable to the initiation of positive steps to ave" 


BOOK REVIEWS 429 
es, the 
On a 
is the 
f bya 
Tatio 
cord. 
ind its 
In the 
tment 
C, and 
erable 
y new 
ictory 
er the 


that collapse with all its inevitable impact upon the economy of the entire 


world. 

In analyzing the British situation, Mr. Hutchison cites the now familiar 
aoures showing how the liquidation of foreign investments during the war 
has affected the British balance of trade. Prior to 1939, physical exports from 
the United Kingdom were sufficient to support a little over half of the British 
imports, with the bulk of the remainder defrayed from return on foreign 
investments and payment for shipping services, Not only has British invest- 
ment income been cut approximately in two, but in addition the United King- 
iom is confronted with the need for making very substantial payments on 
foreign debt incurred during the past six years. To bring the position into 
alance by curtailing imports can only mean a sharp reduction in the British 
standard of living. Yet the expansion of exports is severely hampered by the 

tive inefficiency of large segments of British industry and the high costs 


— ‘ basic raw materials, such as coal. Retention and enlargement of the Sterling 
\rea, with all its restrictionist impact upon the flow of world trade, would 
NER yiobably be no more than a temporary palliative which would actually aggra- 
vate the underlying problems, but this course is nevertheless attractive to 
substantial segments of British opinion. The alternative of moving back 
. toward free trade, which Mr. Hutchison refers to as “the path through 
SEIT Bretton Woods,” is, of course, far more desirable for the world at large and 
bably, in the long run, for Britain. It cannot be denied, however, that this 
world atter policy is fraught with hazard to the British economy, particularly in 
nited the light of the current trend of American political thinking. 
>sents From these not too promising backgrounds, Mr. Hutchison proceeds to his 
D are analysis of the future of Anglo-American economic codperation. During the 
war, through the mechanism of the Combined Boards, issues involving the 
f the listribution of raw materials and productive effort were settled with what 
then must be regarded in retrospect as a high degree of success. However, the 
n. Is mbined Boards had the incalculable advantage of working toward a clearly 
on lefined mutual objective and, while conflicts of interest inevitably arose, it 
cha vas usually possible to subordinate them to the common good. To the post- 
1anu- war world there are no similarly clear guide posts, and areas of clashing 
1 the interest are rapidly displacing those of mutuality. Combined Committees for a 
nger ’ critical items, such as coal, tin, rubber, leather, and textiles are still 
lence inctioning, but their problems are multiplying and their effectiveness dwin- 
sting ling as new factors emerge. There is stili the broad common goal of general 
shee vorld prosperity which would mean increased markets for all, but this goal is 
sur’ @ uniortunately too indefinite to provide a solution for problems in which 
an immediate national interests seem paramount. The possibility of handling 
S1Die 


continuing problems in specific areas, such as cotton, sugar, and rubber, 
thr ugh the mechanism of broad international committees, is far from assured. 
Similar problems, points out Mr. Hutchison, arise in the field of transport, 
oth air and maritime. The clearly defined objectives which guided the allo- 
tion of these resources during the war are rapidly being replaced by rivalry 

t-war economic advantage. As in the case of commodities, compromise 
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and codperation are possible, but the path to their attainment is beset with 
pitfalls. Achievement of a sound basis for the post-war years is dependent upon 
mutual appreciation of each other’s problems, and can only be hampered ; 
either side insists that its position is the only one consonant with internation: 
economic welfare. 

Mr. Hutchison presents these issues clearly and simply. While the book j 
addressed principally to a non-technical audience, it would repay reading }; 
many economists who have not made a special study of the problems involved 

SAUL NELson 

Washington, D.C. 


Principios de Economia sobre Estabilizacién Monetaria, By BRAULIO AL: 
GEME, (Madrid: Aguado. 1944. Pp. 212. 20 ptas.) 


So few economic studies reach us from Spain that the present volume must 
be conceded at least a scarcity value in this country. Unfortunately, there js 
little more to be said in its favor. 

Its purpose is to illuminate the discussion of international plans | 
monetary stabilization by setting forth some of the essential principles 
the problem, The first chapter summarizes in these words the static problem 
or “essence,” of money: “The essence of money is conventional and may be 
multiple. The precious metals constituted the only essence of a money that 
circulated for more than two thousand years. The credit mechanism, generally 
united to State intervention, and in some cases also gold, constitute the 
multiple essence of present-day money” (p. 30). 

The second and third chapters are devoted to the problems of internal and 
external monetary stability. The second problem, however, largely boils 
down to the first, since a money with stable domestic purchasing power wil 
also be stable externally, except for exchange variations “of the pendular ot 
seasonal type, due to a lack of synchronization between the import and export 
curves” (p. 71). These pendular fluctuations are also of short duration 
“currently less than a year,” while exchange variations “due to inflationary 
or deflationary phenomena may cover periods of several years” (p. 70). 

Fortunately, the prescription against either inflation or deflation is e 
tremely simple. Let all monetary issues obey the simple rules of the “com 
mercial loan” theory and internal stability will be assured automaticall 
“The money created through the central bank’s rediscounts of bills with les 
than 90 days’ maturity, originating in transactions among merchants a0 
industrialists, does not produce either inflation or deflation because the increas 
of the means of payments has its counterpart in the purchase and sale trans 
actions represented by the commercial documents” (p. 53), The author ai 
quotes with finality in this respect the opinion of various experts, including 
that of Mr. Quesnay of the Bank of France, that: “A bank of issue shou 
not create money except on the basis of truly economic operations, for t 
purchase of gold or foreign exchange, and for the discounting of commerc' 
documents which must be limited to three months and provided with thre 
signatures, or two with supplementary guarantee” (p. 94). The magic 
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three months and three signatures solves all problems of monetary manage- 
ment and guarantees domestic monetary stability. 

If these rules are not followed, borrowings from the Fund would be of no 
avail to cure the disequilibria originating in inflationary policies. The Fund’s 
atervention should be limited to the smoothing out of the seasonal or 
“yendular” variations mentioned above. In view of the author’s bland asser- 
‘on that all deficits not due to inflationary policies have a maximum span 
‘ Jess than one year, the Fund’s task should not be an insuperable one. 
The Fund’s intervention is needed only because of the present maldistribu- 
tion of gold and of the failure of a previous palliative to this situation, #.e., 
the gold exchange standard. 

Some modern ideas pierce through the fairly musty outline of the book 
when the réle of gold in the monetary mechanism is discussed. On the other 
hand, the author envisages the possibility of a return to partial gold coin 
circulation and asserts somewhat gratuitously that, as a unit of account, 
‘sold not only has been, but remains impossible to replace” (pp. 61-62). 
There is, in this connection, a brief, enthusiastic reference to our gold 
terilization operations of 1936-37 and to the British Exchange Equalization 
\ccount, concluding with the view that “in both examples, the English and 
the American, one observes the conscious and planned destruction of the 
power of gold to create money. . . . Since then, even in those countries 
hich call themselves ‘off the gold system,’ . . . the volume of circulation 
epends on the will of the Governments, not on the gold reserves. Gold has 
lost its malefice and has been converted into an innocuous riches . . .” 
p. 47). Professor Fisher will also be glad to hear that his “Stamp Script 

. and 100% Money .. . have been the basis of Roosevelt’s monetary 
policy” (p. 85 n.). 

The book concludes with a few remarks on Spain’s monetary system 
and gives, in an appendix, a brief analysis of the Keynes plan and a Spanish 
translation of the Morgenthau plan, in its July 10, 1943, version. 

Mr. Alfageme’s book is by no means representative of the literature pub- 
lished on the subject in the Spanish language. Latin American readers 
especially can turn to the excellent selection of translated articles published 
in recent months by the Trimestre Econémico of Mexico and to original 
studies of very high quality by such writers as Emilio G. Barreto, Carlos 

eras Restrepo, Raul Prebisch, Victor L. Urquidi, the Uruguayan delegation 
to Bretton Woods, and others. 
ROBERT TRIFFIN 

Washington, D.C. 


World Politics Faces Economics. By Harotp D. LAsswety. A Research 
Study for the Committee for Econ. Development. (New York: McGraw- 
Hill. 1945. Pp. x, 108. $1.25.) 


The author of this book sets himself the problem of determining what 


are the appropriate national and international economic policies for the 


Lnited States to follow on the assumption that the pattern of post-war 
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world politics will evolve around the United States and Soviet Russia as th: 
two dominant powers. The author quotes with approval the remark of Alexis 
de Tocqueville over a century ago that “each of them [Russia and the 
United States] seems marked out by the will of heaven to sway the destinies 
of half the globe.” 

According to the author there is no good reason to suppose that a bipolar 
pattern of world politics is peculiarly unstable, as compared, say, with a 
unipolar or pluripolar structure of international relations. Our present limited 
knowledge can only support the conclusion that all known patterns of world 
politics are unstable, and that “stability depends upon the harmony pre. 
vailing among many functions and institutions rather than upon the character. 
istics of any one political structure.” 

Under a bipolar structure of world politics, however, two focal points of 
political stress will be found to have a special significance in the evolution 
of the power balancing process of the two dominant powers. The first o! 
these is the “enormous premium” put by the bipolar system upon the 
ideological integration of states, because even where natural resources and 
technology are approximately equal, the fighting potential of states can be 
limited from within by playing upon racial, religious, and economic cleavages 
The second point is that the course of development in the small and middle 
states between the two dominant powers will have a large effect on world 
security. They can be areas of workable codperation between the dominant 
powers; or they can be an unstable no-man’s land in which the policies and 
actions of the dominant powers or their nationals incite to feelings of suspicion 
and insecurity. 

International politics and national economic policy are interrelated and 
profoundly affect each other. In the past, wars may often have stimulated the 
expansion of commerce and industry on a private enterprise basis, but this 
has ceased to be true with the advent of total war. Small wars, or cheap 
wars, are things of the past. In the future all clashes, however small in 
origin, are likely to involve everyone and to be world-wide in their ultimate 
effects upon the world’s power system. If war prevails, or even if the 
expectation of violence is prominent, private enterprise will be curbed and 
progressively discarded. The attainment of the ideals of high levels of employ- 
ment, well-being, and freedom, requires a world frame-work of security and 
mutual confidence in the desirability and possibility of peace, abundance, and 
self-respect. 

On the other hand, the behavior of national economic systems may, it 
turn, create world insecurity and foster international distrust and friction 
The American economy, in particular, is a source of erratic change and its 


r 


impact upon the rest of the world may stir profound social unrest and sharpen 
feelings of international insecurity. Within limits, however, it may be possible 
to keep the United States economy from operating in this way and thus 
remove one prominent source of world insecurity. An important part © 


Mr. Lasswell’s book is devoted to examining the requirements of such a polic) 
(“preventive politics”). 
The American economy is described as an “export-surplus economy - 
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tic, changeable and expansive in its leading characteristics. The author 
expects that in the future we will continue to trade and invest in all 

directions without territorial limitations. He considers, but ultimately rejects, 

the idea that we should consciously pursue a policy of autarchy, even on 

an expanded territorial basis, such as all or part of the Western hemisphere, 

»r various territorial combinations embracing Atlantic and Pacific areas. The 

roblem then remains how to reduce any possible deleterious consequences of 

such a policy from the point of view of national and world security. 

Two general recommendations are made. The first of these is that we 
should seek to stabilize our national economic life and thereby reduce the 
insecurities and frustrations engendered by the erratic performance of the 
\merican economy. This proposition is not further developed by the author, 
presumably because its desirability is generally recognized, even apart from 
the benefits in international security. 

The second recommendation is that the United States should aim in its 
external economic relations at promoting “‘balanced industrialization” abroad. 
On this point the book becomes quite detailed and specific. By “balanced 
industrialization” is meant a process whereby the benefits of industrialization 
will, from the outset, be widely shared among the population affected, in 
contrast to “unbalanced industrialization” in which a privileged few are 
permitted to aggrandize themselves without substantially improving the 
status of the rest of the community. Balanced industrialization will promote 
the development of a middle class, hold social discriminations to a minimum 
and result in the growth of a relatively unified and free society imbued with 
an ideology of individualism. 

Unbalanced or predatory industrialization, on the other hand, will jeopardize 
our friendly relations with Russia and enhance international insecurity. 
In this case the social unrest of the masses of the people—unavoidable to a 
certain extent under the most favorable conditions of industrialization—will 
cause the ruling class to live in fear of revolution and to look with hostility 
upon Soviet Russia as a source of danger in inciting its masses. Russia, in 
turn, will react to the existence of such governments with an increased sense 
of insecurity and will feel itself being encircled. It will seek to restore the 
balance by active propaganda and diplomatic measures to widen the gap 
between such hostile governments and their own peoples and play upon all 
grievances of a racial, colonial, and economic character. Under such condi- 
tions China, India, Japan, and Near East and other territories will become 
breeding grounds of friction and suspicion in Soviet-American relations. 
Moreover, as long as Russian suspicions of encirclement are fed by economic 
developments of the type described above, there will be small chance for 
success in loosening the grip of totalitarian controls within Russia and in 
strengthening its democratic and pluralizing tendencies. 

The specific principles and methods to be followed in promoting balanced, 
rather than unbalanced, industrialization abroad, are spelled out in a 
separate chapter. Various suggestions by the author will be familiar to those 
specially interested in the future course of American foreign investments, and 
space limitation precludes any detailed analysis of his recommendations. The 
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primary value of Mr. Lasswell’s contribution lies in the skill with which he 
relates his projected program for trade and investment to the requiremenss 
of the prospective framework of international politics. His list of principle 


and methods furnishes an interesting check list against the policies now 
evolving in Washington in the field of international economics. 

The book is written in a rather unusual form, consisting of a series oj 
propositions with explanatory comments and analysis. The material js {o, 
the most part tightly packed together and repays close study and re-reading 
Not the least attractive aspect of the author’s recommendations is that they 
make good sense even without taking account of the contribution they might 
make to better Russo-American relations. 

MAx GIDEONSE 

Rutgers University 


Public Control of Business; Public Administration; 
National Defense 


Big Democracy. By Paut H. Apptesy. (New York: Knopf. 1945. Pp. ix 
197. $2.75.) 

What kind of decisions can an agency head make? Why are there so man) 
clearances required in a government agency? Why don’t officials draft the 
letters they sign? These are some of the questions that concern Paul H 
Appleby in Big Democracy. To a fellow bureaucrat, the answers are not nev 
yet illuminating. It is revealing to follow a carefully worked-out exposition 
of the corporate nature of departmental decisions and to see the implicit 
assumptions on which most government work moves forward made articulate 
and coherent. For example: Because a Cabinet member’s decisions are not 
personal, he cannot act as he would in deciding a personal matter, and his 
department must so function that the issues and recommendations presented 
to him are in themselves the result of corporate rather than of individual 
action. Hence, the inability and refusal of any successful agency head t: 
make decisions offhand as matters chance to come to him from persons from 
outside his agency—hence, the need for careful and consistent internal 
clearance. 

All this—and much more—is, as I have said, not new to fellow laborers 
in the vineyard though its elucidation is not common; but it is difficult for 
them to say how astonishing these conclusions will be to the lay public 
The book is an answer, and a solid answer, to many of the current myths 
about the nature of government operations. It boldly defends the necessit) 
for red tape. It flatly denies—with reasons—the charge that bureaucrats ar 
power-hungry. How convincing these answers will be to the general public, | 
for one, do not know, and particularly so because Big Democracy tends t 
assume that the myths arise and flourish from mere ignorance and naivete 
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Actually in an important way, the myths, however naive in origin, are 
ostered with care by persons who believe or feel that derogation of the 
federal government is profitable to themselves, directly or indirectly. 

In one other respect, Big Democracy presents a problem to the reader. 
It hesitates in its approach; at times it seems to aim at a college audience 
eager for numbered categories adaptable to easy note-taking, while elsewhere 
it addresses itself to the general reader, curious about how his government 
works, and willing to follow a consecutive development of the theme. 

[ have no wish to deprive another future group of college students of 
another lecture series in which Mr. Appleby gives them a sense of the 
reality of the problems they study. But I can express the hope that his next 
book is less closely tied to the classroom and more exclusively aimed at that 
oddly large group who have never studied political economy nor worked for 
the government. 

On pages 160 to 163 of Big Democracy, Mr. Appleby quotes at length 
from an admirable speech of Speaker Rayburn on the functions of the 
Congress. It is a speech that would promptly be attacked as revolutionary 
if made by almost anyone but the Speaker of the House. There—I suggest— 
is an appropriate theme for the next epistle, and few men in or out of the 
government are in a better position than Mr, Appleby to treat the theme 
with the understanding it deserves. 

HAROLD STEIN 

Washington, D.C. 


Industrial Organization; Price and Production Policies; 
Business Methods 


The Economics of the Pacific Coast Petroleum Industry. Part 2. Price Be- 
havior and Competition. By Jor S. Barn. (Berkeley and Los Angeles: 
Univ. of California Press. 1945. Pp. xv, 438. $6.00.) 

Part 1 of Professor Bain’s study on Market Structure appeared in 1944, 
and Part 2, as summarized by the author, “deals with the measurement and 
evaluation of price results throughout the industry; the history of competition 
and cooperation; and the connections among price results, competition, and 
market structure.” While there is an introductory story of the earlier years of 
the California oil industry, the study is devoted almost entirely to the period 
1929 to 1940; and this period is divided into the depression period from 
1929 to 1933, the “controlled” recovery period of the N.R.A. from 1933 to 
1935, and the period of general but not steady recovery from 1935 to 1940. 

It is difficult to summarize the complex mass of facts and conclusions pre- 
sented here, but, following the author’s outline, we may begin with the crude 
market. In this market in 1940 there were seven “major” producing com- 
panies, and 1226 “minor” companies, each group producing about 50 per cent 
of the crude oil: The majors refined their own crude and bought 60 to 65 


= 
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per cent of the crude sold by the minors, the rest going to some 60 inde. 
pendent refiners and skimming plants, or into export markets. During most oj 
the period outlined there was excess production of crude, which the majox 
tried in various ways to curtail, most of the time under federal supervision 
represented by the N.R.A., the Federal Oil Conservation Board and the Bureay 
of Mines, Crude prices, as set by the Standard Oil Company, in a scheme oj 
price leadership which the other majors followed, were maintained at a level 
higher than in other oil producing areas, but not high enough to permit 
imports from the flush Texas production. 

According to the author, the majors wanted high crude prices because they 
made most of their profits in crude production. This is, of course, at variance 
with major policies in many producing fields, for the majors who buy some 
of their oil from independents, are not usually accused of wanting to pay 
too much. Since the majors are everywhere integrated, the imputed price of 
their own crude would appear to be a matter of indifference to them, while 
they would profit from buying the minor production as cheaply as possible 
At any rate, Professor Bain finds the California majors making most of their 
profits in production, whereas the T.N.E.C. figures for the country as a 
whole reveal modest earnings in crude production, with much higher earnings 
in refining and transportation. 

Transportation is less important in California than in other fields; yet 
since most of the tankers and nearly all the longer pipe lines are owned and 
controlled by the majors, and are operated as private carriers, they buttress 
the power of the majors. Non-integrated refiners must be near producing 
fields. There are complicated relationships among the Los Angeles, San 
Francisco and San Joaquin Valley markets, but Los Angeles is generally the 
basing point for both crude and refined products, and in the Valley and 
Coastal areas the majors constitute a buyers’ oligopoly. 

In the wholesale market for refined products, the author finds three types 
of price discrimination, In the first place, there was discrimination amon: 
various refined products not according to cost calculations but according | 
their demand elasticities. In the second place, in meeting the price com- 
petition of minors, the majors sold “third” grade gasoline at price difference: 
which did not match differences in cost. In the third place, the majors, largely 
the Standard Oil Company, fixed export prices, particularly of Diesel fue 
below the domestic level. With excess production of crude, they used the 
export market to dispose of the surplus, and so kept the domestic marke! 
“stable.” In the wholesale market, as in the crude market, there was price 
leadership, unstable because of intermittent minor competition, Professor Bain 
finds refinery operations not always profitable, with minor failures common 
yet there were some new entries in profitable years. As in industry generall} 
the major producers have tried to avoid price competition and instead ha\ 
followed extensive programs of product differentiation. 

In the service station business, the majors have resorted to various meats 
to prevent price competition. They have subsidized service stations in various 
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wavs, have encouraged the proliferation of stations in order to increase sales, 
have set extravagant standards of service and have spent considerable sums 
advertising their differentiated brands. In all this, however, they merely follow 
the tradition of most American businesses. The T.N.E.C. found the service 
tation business operated at a heavy loss, and Professor Bain concludes that 
the Pacific Coast stations at any rate make no profit, and probably suffer 
net losses. Average gross profits of service stations varied from $147 a 
month in Washington to $231 in California. 

The general picture, then, is one of an oligopoly, the oligopolists keenly 
aware of rivals’ reactions, operating under government supervision in crude 
production, with several attempts to establish monopoly in the sale of gaso- 
line. one of them organized under the N.R.A. It is a picture of powerful 
integrated companies, troubled by occasional floods of excess crude at home 
or in other producing fields, and by the erratic competition of weak and 
inefficient minor refineries and skimming plants, trying to maintain stability 
in a rather persistently unstable business. The majors have kept independent 
jobbers out of the business, but they have followed a “live and let live” 
policy with respect to minor refiners, Professor Bain summarizes their general 
behavior as “far from socially reprehensible.” 

This seems to the reviewer to be a fair judgment. It is perhaps true that 
in some respects the oil majors are treated with undue leniency in this book. 
The plea of nolo contendere to the antitrust indictment, for instance, leaves 
a rather strong presumption of guilt; but limiting output and maintaining 
prices in the oil industry are not necessarily contrary to the public interest. 
It is the theory of the reviewer that oil production has almost always been 
too high, and prices too low, to effect due conservation of this irreplaceable 
resource. In many respects the oil industry is a natural monopoly, and should 
be recognized as such. A more reprehensible policy has been that of exporting 

il at prices below the domestic level, in order to maintain domestic prices. 
This is not conservation, but is merely imposing on domestic consumers a 
part of the cost of oil and oil products exported—some of them to Japan. 
Here a little indignation might have been justified. 

One of the valuable services Professor Bain has rendered us is that of 
presenting the price policies of the California majors as they look to the 
men in the business, and as they have developed in response to problems 
actually faced in business. Using the facts presented here, a prosecutor might 
easily have drawn up a rather extended indictment of the oil majors; but we 
have many such indictments, and it is well that we have this more sympa- 
thetic and understanding analysis. The book might have been condensed 
considerably without great loss, and it might have been organized to make 
the conclusions stand out more clearly; but it is a very valuable contribution. 
in its departure from the traditional anti-monopoly analysis it represents an 
ipproach which is needed. 
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Mining; Manufacturing; Construction 


American Chemical Industry: A History—1912-1922. By W1LLiAMs Haynes 
Vol. If and III, (New York: Nostrand. 1945. Pp. xliii, 440; 606. $8.00 per 
vol.) 

The late Francis P. Garvan, one-time president of the Chemical Founda. 
tion, is often credited with the remark that all America got out of World 
War I was its organic chemical industry. Whether or not one agrees with 
this view, it would be a mistake to suppose that we did not have a well. 
established domestic chemical industry in the period just ahead of the First 
World War. As a matter of fact, the manufacture of chemicals in the 
United States has developed from roots firmly planted in the earliest 
commercial enterprises of our colonial days, and that is a story the author 
proposes to tell in Volume I of this work, as yet unpublished. The thinning 
ranks of those who participated in the spectacular growth of the industry 
during World War I, from whom first-hand information could be had, im- 
pelled Mr. Haynes to publish first Volumes ITI and III, covering the period 
1912 to 1922. Ultimately, there are to be five volumes of the history in all. 

Williams Haynes is well known in the field of chemical economics, and was 
for many years the publisher of the trade magazine Chemical Industries. He 
is the author of a number of books, mostly in popular vein, such as The Stone 
That Burns, and This Chemical Age. The complete history of the events and 
the possibilities which combined to give chemical independence to this country 
has never before been written. To recount the growth of the chemical industry 
is a complicated matter, but the author unravels this difficult story with great 
skill, He possesses a clear and interesting style, which makes for enjoyable 
as well as informative reading. While he has written primarily economic and 
industrial history, due attention is given to concurrent technological advances. 
At the same time the author achieves in large measure a correlation of the 
development of chemical manufacturing and merchandising with the eco- 
nomic development of the country, and a setting of the chemical industry 
against the contemporary political and social background. 

Briefly, the plan of the present two volumes is to deal first with the 
pre-war status of the industry as a whole and the impact of events leading 
up to our entry into the war. Then each of the important segments of the 
industry is treated separately, in terms of individual chemical raw materials 
and products, for the entire period under consideration. The closing chapters 
again pull the story together by telling the effects of the war on the industry, 
its relations with the government, and its new importance to the rest of the 
economy. 

The chemical industry is one whose activities are far-flung and comples, 
but it is neverthless an integrated industry to an extent seldom realized 
Its technology undergoes rapid and continuous change, obsolescence an¢ 
amortization rates are high. The disappearance of an apparently stable 
source of raw material, or an unanticipated increased consumption of any 
one product, can dislocate the whole pattern of production. This lesson was 
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driven home during World War I, and the recent conflict taught it to a new 
veneration all over again. 

In 1912, the importance of a strong chemical industry to our economy 
and national security was not as well understood as it is today. The industry 
was comparatively small and simple in its organization, most plants being 
il] family-owned. The Underwood Tariff act of 1913, which was based 
pon Democratic Party principles of a tariff for revenue only, created diffi- 
culties for the growing industry because of the uninformed and illogical 
manner in which it handled chemical rates, Chemical raw materials, pre- 
viously on the free list, were made dutiable, while at the same time lower 
rates were provided for imported finished products made from identical raw 
materials. This handicapped American manufacturers competing with Euro- 
pean chemical makers who were commonly organized into cartels, selling syndi- 
cates and trusts. The depressing influence of this tariff was virtually nullified 
by the outbreak of war in Europe ten months after its passage. The tre- 
mendous eventual wartime demand for chemicals, of which a curious lack of 
perception existed in 1914, and the blockade of Germany by the Allies, started 
the domestic industry on its way to wartime expansion. 

The other big difficulty which had confronted the industry was the con- 
centrated efforts of German chemical producers to prevent its growth. 
Backed by the German government, and by well-organized commercial repre- 
sentatives in this country, the Germans had, both for commercial reasons 
and in preparation for the coming war, done everything in their power to 
keep America in a subordinate position chemically. The German potash 
producers and the dye cartel resorted to every competitive trick—cut prices, 

mmercial bribery, and full-line forcing—to prevent anyone in this country 
‘rom acquiring practical manufacturing experience or conducting profitable 
perations. They assisted in obtaining favorable tariffs and in disseminating 
propaganda that American technologists could never catch up with Germans. 
The liberal provisions of our patent law permitting claims to chemical com- 
pounds were utilized to prevent production in the United States of valuable 
dyes, drugs and organic chemicals, making our dependence upon Germany 
complete. The war forced the entry of the United States into organic chemical 
manufacture, and the subsequent seizure of German patents by the Alien 
Property Custodian freed us from German domination and laid the founda- 
tion of a new industry. 

\s war drew closer, advocates of preparedness became more vocal; and 
there began to be official recognition that industrial mobilization would be 
necessary. A Council of National Defense was set up, and various com- 
mittees were created. Chemicals played a part in the awakening educational 
rocess, but as the author points out, it took an amazing time for the idea 
f total war to penetrate. For the first time chemicals became news, our 
‘hortages of dyes and medicinals, and our dependence upon Chile for nitrates 
were dramatic lessons of the compelling influence of war upon industry. The 
War Industries Board was organized under Bernard Baruch, of whom the 
author is a strong admirer. There are many interesting parallels between the 
‘areer of the Board and that of the late War Production Board, the type of 
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problems and the methods used to solve them. To a greater extent than 
WPB, Baruch depended upon voluntary codperation of private industry with 
as few controls as possible, chiefly of raw materials. r 

The chapters dealing with individual chemicals run the entire gamut o/ 
the industry, embracing such basic materials as nitrogen, potash, phosphates 
sulfur, coal tar crudes, ferro-alloys, minerals, naval stores, crude drug. 
alkalies and acids, pigments and colors, insecticides, alcohol and other sj. 
vents, compressed gases, explosives, dyes, medicinals, perfumes, and other 
organic chemicals. Each of these is really the history of a separate industry. 
and many make fascinating reading, their interrelationships being well brought 
out, together with a liberal education in the peculiarities of chemica 
economics. 

When the war ended, the industry was faced with excess capacity and 
stocks of chemicals. Many war-born companies went out of business, But 
within a short time, this period of distress gave way before increased demands 
for chemicals resulting from new industries such as rayon, plastics and 
lacquers, and from a phenomenon which the author calls the “chemicalization 
of industry,” involving the greater use of chemical methods in older estab- 
lished manufacturing processes. The war also brought changes in the structure 
of the chemical industry from family to corporate ownership. Methods oi 
sales and distribution underwent a transformation, the old sales agents being 
replaced by company sales staffs, with emphasis on technical sales service 
The value of products of the industry had risen from $117,000,000 in 1910 
to $574,141,000 in 1919, and in 1921 was still $390,768,000. No other 
American industry had grown more rapidly, and its new size and strength 
gave assurance that the modern American chemical industry had arrived t 
stay. 

Mr. Heynee is objective and fair in his treatment of both government and 


he is ‘seldom critical. He seems to feel that aa government treated the industry 
harshly after World War I in the matter of contract termination and the 
disposal of surplus plants and chemicals. He also does not hesitate to point 
out instances of military shortsightedness in connection with the war effort 

The author’s economic philosophy as it is reflected in his narrative appears 
to be set forth in his chapter on The Industry and The Government, in 
Volume III. He takes his place with those who advocate free private enter- 
prise, with a minimum of governmental control and interference. His tari! 
views are those of a strong protectionist rather than a free trader. With some 
relish, Mr. Haynes cites an article by Dr. Taussig in the Quarterly Journal 0) 
Economics for November, 1922, in which that eminent economist stated it 2s 
his opinion, based on experiences as Chairman of the Tariff Commission, 
that the coal tar chemical industry did not seem to be adapted to American 
ways, that the American people probably would do better to turn to other 
things and get their dyestuffs from Germany, with no substantial tariff 
Mr. Haynes believes that the high protective rates of the Fordney-McCumber 
tariff of 1922 saved the lives of our war-born chemical industries in the 
face of ruthless German competition. 
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In describing the post-war trend toward mergers and consolidations within 
the industry, leading to formation of a few big companies and the disappear- 
ance of many small concerns, the author tends to treat these as merely 
normal business developments, rather than as representing tendencies toward 
monopolistic concentrations of economic power, 

The text does not attempt to tell the story of every chemical enterprise 
in the United States from 1912 to 1922. The growth of the chief firms, 
trade associations, and trade publications is traced. The prominent person- 
with which the history is provided in profusion, and their accomplishments 
are told in the text and in interesting biographical footnotes. At the end of 
each chapter there is a table of references cited numerically in the preceding 
pages, and a good bibliography at the end of Volume II. A useful feature is a 
chemical chronology in Volume II which correlates general business, chemi- 
cal industrial, technical-scientific, and contemporary political events annually 
from 1912 to 1922. Each volume includes a series of appendixes containing 
statistical facts and figures, prices, and miscellaneous documents of bio- 
graphical and historical interest, The books are remarkably free from 


errors. 


that will stand for a long time. It is to be hoped that the remaining volumes 
the history will soon be forthcoming. 
Huco E. WEISBERGER 
Washington, D.C. 


Transportation; Communication; Public Utilities 


The Use and Disposition of Ships and Shipyards at the End of World War II: 
A Report Prepared for the United States Navy Department and the 
United States Maritime Commission by the Graduate School of Business 
Administration, Harvard University. (Washington: Government Print- 
ing Office. 1945. Pp. xiii, 325.) 

Because of its importance in connection with the future national security 

i the United States, and with the strength and efficiency of the shipping and 

shipbuilding industries, the method of disposal of the great war-built merchant 

fleet of this country emerges as a primary post-war consideration. This report, 
prepared by James W. Culliton, Harvey P. Bishop, James M. Knox, and 

Paul F. Lawler, of the research staff of the Harvard Business School, after a 

thorough canvass of the facts and of the opinions of maritime leaders in 

government and private life, provides the best organized review of the Ameri- 
can shipping problem to appear in a long time. Although focusing on the 

isposal of ships and shipyards, the writers necessarily had to consider to a 

considerable extent long-run merchant marine policy, and the report therefore 

nas considerable scope. The document has also provided a foundation for 

‘he arguments leading up to the Ship Sales act of 1946—the most recent 
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piece of major shipping legislation in the United States, Although differing 
in many details, this act follows the Harvard recommendations in broa; 
outline. The report therefore deserves close scrutiny by economists intereste; 
in transportation, foreign trade problems, and shipbuilding. 

The report endeavors to solve two problems. The first is that of the 
disposal of the huge merchant fleet now owned by the government as a resu!; 
of World War II construction. This country built some 6,000 vessels, totalling 
about 58,000,000 deadweight tons. While many of these ships have been 
lost or otherwise disposed of, the number of vessels remaining is staggering 
and is far in excess of normal American ship requirements, The British an 
Canadian ship disposal problems are puny by comparison. We are therefor: 
dealing with already created capital resources, and the question becomes 
how to deal with them to best advantage. The second problem, which is 
closely related to the first, is that of integrating ship and shipyard disposal 
with national merchant marine policy as expressed in the Merchant Marine 
act of 1936. The suggested solutions of these problems in the report ar 
ingenious. 

The recommendations depend on certain guiding principles, The national 
defense argument for shipping, commonly treated as a subordinate matter 
by most economists, is the core. It is assumed that major wars involving the 
United States directly or indirectly are a continued possibility. In such 
wars the requirements for merchant ships will doubtless be enormous. It is 
noted that, despite the prodigious volume of merchant tonnage built in 
World War II, which tonnage in 1943 alone exceeded that produced in the 
United States from 1914 through 1938, the supply of vessels was inadequate 
to meet all needs, and the shortage at times even threatened the loss of the 
war. This wartime expansion of shipping and shipbuilding was, furthermore, 
extremely costly. The problem is therefore to fashion an integrated merchant 
marine and ship and shipyard disposal policy designed to provide at reason- 
able cost for the national security over cycles of peace and war. 

This report thus clearly recognizes the great dilemma which today faces 
shipping economists, It is that the gap between national peacetime and war- 
time ship requirements has now become so great that it is difficult to see 
how any satisfactory compromise can be found between the positions of thos: 
who argue for national maritime industries adequate for defense, and those 
who are concerned to promote more free international economic relations 

In dealing with ship disposal there appear to be two broad alternatives 
The first is to liquidate the surplus over a moderately short period by selling 
vessels freely at necessarily low prices to all comers, domestic and foreign, {0 
both operation and scrapping. This policy would permit the war-built flee 
to serve current world freighting needs to a substantial extent, would lower 
freight rates, would considerably assist foreign operators in securing tonnage, 
and would make large-scale ship construction unnecessary for some time. It 
would be a recognition of the surplus for what it is, On the other hand, it would 
tend to break down the position of the American chosen instruments, woul 
fail to provide a strategic reserve in the United States, would upset existiné 
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subsidy policies, and, most important of all, would make the attainment of 
national security more difficult. Such a scheme the authors would reject. 

They are indeed quite critical of government policies following World 
War I. These failed to provide adequately for the transfer of war tonnage to 
An eric ‘an operators and for the support of such firms. In an appendix, which 
provides an excellent review of the ship market and ship disposal policy 
at that time, it is pointed out that vessels were not sold promptly while the 
market was good; that there was no firm ship sales policy, with the result 
that buyers were wary; that there was a totally inadequate subsidy policy 
and little prospect of vessel replacement; and finally that a concept of a 
strategic reserve was lacking. By 1922 ship prices had fallen to low levels, 
at which ships were sold sporadically for operation and scrapping. They 
were to go still lower, The World War I fleet did, indeed, supply a cheap 
reservo ir from which the operators continuously drew vessels, but because 

f the absence of a strong shipping policy prior to 1936, such sales were 
merely a means of keeping in operation foreign-trade and coastwise services 
yearly becoming more obsolete and hopeless. The great World War I fleet was 
thus frittered away. 

The report favors the second alternative, which is the planning of ship and 

shipyard disposal on the basis of long-run merchant marine policy, coupled 
with the establishment and sterilization of a large reserve in both industries. 
With respect to shipping the report proposes measures to reéquip the entire 
foreign- and domestic-trade merchant fleet with modern, fast, highly-efficient 
vessels of the standard C4, C3, C2, C1, and Victory types, of which there is 
an ample supply, and in some cases with special types from new construction. 
This end is to be accomplished by selling such ships now in the government 
leet to American operators at roughly world market prices less depreciation, 
which world prices are taken to be post-war foreign construction costs, and 

y maintaining adequate operating differential subsidies. The maintenance 
of the operating subsidies of the Merchant Marine act of 1936 is considered 
to be important and to be a cheap means of effectively providing for national 
security. Gross payments without any allowance for recapture were only 
or prong in 1939. Post-war payments are put at from $20,000,000 to 
325,00 100,000, covering from 175 to 200 ships. The necessity is also pointed 
ut of selling ships promptly, of fully establishing the principle of private 
eration, and of having a firm price and sales formula. Vessels should be 
offered, first, to United States contract operators; second, to other American 
owners; third, to the reserve fleet, of which more later; and fourth, to foreign 
buyers. Interesting calculations of post-war demand are supplied. 

The report is thus mainly concerned with the high-quality tonnage, Under 
‘avorable conditions American owners might buy nearly all of the vessels of 
this type available. Liberty ships, of which the writers estimate there will be 
about 2,400, are believed to be of little peacetime value. They are truly 
surplus, and should therefore be promptly made available at a low and 
uniform price to all buyers. T2 tankers should be handled likewise. 

A novel feature is the proposal to create promptly two sterilized reserves 
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as a means of removing surplus vessels from the market and of providing 
cheaply for national security, The first, the strategic reserve, would consis; 
of about 1,000 ships of assorted types useful in war, these craft to be maip. 
tained in good condition. The second, the residual reserve, would contain the 
remaining unsold ships, which would be kept in reduced maintenance, 
This program, now substantially enacted, though with variations, has much 
to commend it. Capital may be expected to flow with some confidence int) 
private shipping, yet for those vessels to be sold the government will receive 
a reasonable return. Means of replacement and modernization of such fleets 
are available under the Merchant Marine act of 1936. The surplus ships, o/ 
small value in peace but of great value in war, are to be in large measure 
preserved. 
The shipbuilding program matches that for shipping. Laissez-faire, which 
would soon bring paralysis for some twenty years, must be avoided in the 
interest of national security. The industry must, therefore, be kept at a 
suitable level of activity by government aids and subsidies, and by careful 
disposal of excess plant. Considerable capacity should be kept on a standby 
basis by means of maintenance contracts with active yards. 
There is little doubt that the proposals adequately fulfill the objectives o/ 
the authors. They burden foreigners in that the war-built, high-quality ships 
will appear on the seas under the American flag, rather than under foreign 
flags, and that the great mass of ships will not be dumped on the world 
market, The basic interests of American shipping and shipbuilding are in 
general safeguarded as well as appears possible. 
One wonders, however, about the long-run implications. Will.the com- 
parative advantage of foreign owners increase as a result of the war, and 
thus put heavy pressure on American owners? Will there be strong counter- 
vailing subsidies and measures? Will the dollar exchange position of many 
foreign nations permit of large-scale patronage of American shipping? Finally 
will not the coming revival of European shipbuilding produce in some ten 
years a serious oversupply of tonnage? But in this imperfect world the 
Harvard recommendations have much to commend them. 
Joun G. B. HutcHins 

Cornell University 


Agriculture; Forestry; Fisheries 


Agriculture in an Unstable Economy. By THropore W. ScHuttz. A Research 
Study for the Committee for Econ. Development. (New York: McGraw- 
Hill. 1945, Pp. xix, 299. $2.75.) 

Agriculture has struggled with its problems for more than two decades 

The progress that has been made in the realization of their character anc 

the means of solution become apparent when one compares the statements 

such as the Land-Grant College Committee report of 1927 with the analysis 

of this book. The earlier report implied we were in a passing stage of dill: 
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oublic problems. The discussion deals with price and income aspects of 
agriculture, and as the author distinctly states, not with relief or welfare 
aspects. It will be criticized for incompleteness by those who place major 
emphasis upon the latter. 

The first part of the book outlines the prospective conditions faced by agri- 
-ylture, On this the author is frankly pessimistic. Agriculture it is true is 
booming now, but the difficulties of the 1930’s were due to underlying trends 
and may be expected to return with the decline in war and immediate post- 
var demands, Part Two develops the dominant factors in the long-run agri- 
cultural situation, These are an accelerating expansion of supply and a slowing 
jown in the growth of demand. Add to this difficulty of movement out of 
agriculture, because of lack of economic opportunities and lack of knowledge, 
and the stage is set for continuing low income per farmer. A forward surge 

{ farm technology is on and appears to be in its early stages. The result 
; that even with a greatly reduced number of farmers, we appear able to 
far exceed our domestic needs in output, This is coupled with the slowing 
down of the growth of demand. Population is, of course, increasing at a de- 
lining rate. What is more important, however, is that farm products have a 
low income elasticity. Dr. Schultz, after careful study, places it as low as .25 
at the farm. Demands as a result will not increase as much as incomes rise and 
we face a long-run tendency toward excess agricultural output. 

The usual cure for economic ills prescribed by the orthodox economist is 
to free economic forces from their restrictions and allow time for the situa- 
ion to be rectified. Agriculture, according to Dr. Schultz, seems capable of 
working out a considerable share of its internal adjustments with reasonable 
dispatch and we should strive toward facilitating such adjustments. The 
paralyzing hand of parity prices, for example, should give way to free market 
prices to permit adjustments in output. The relationship with the remainder 
f the economy is quite another matter, A vigorous, growing and stable 
economy would in large part solve the problems of agriculture. Without it, 
these adjustments will require an unreasonable period of time. If during the 
first two decades after the war the annual rate of increase of nonagricultural 
utput reaches 4 to 6 per cent, then Dr. Schultz estimates that this growth 
might make room for an annual expansion of agriculture around 2 per cent. 
But if business cycles continue, agriculture will continue to face distressing 
leclines in demand during depressions and will need ameliorating measures. 

Experience indicates we must expect cyclical fluctuations even if the long- 
run trend is favorable and depressions are shortened. Freer trade and better 
international relationships would, of course, improve export markets, but 
there seems to be no long-run solution to our domestic agricultural problems 
along these lines. One gathers that the author, while favoring a loosening of 
the impediments to economic forces which we have constructed, would not 
place too much reliance on this. In the foreseeable future, more than this is 
demanded in the way of an agricultural policy. 

The author examines our past agricultural programs in his third section. 


| JUNE 
Jties which time would shortly cure, Here, however, is a penetrating analysis 
OViding ‘+h recommendations. It should be required reading for those concerned with 
Consist 
Main. 
ain the 
com- 
inter- 
nan) 
all) 
arc] 
4 \- 


446 THE AMERICAN ECONOMIC REVIEW [ JUNE 


Thus far the programs have had serious faults. This is so apparent that 
even the South and the Congress appear to have developed doubts regarding 
them. Dr. Schultz selects as the two most important of the pre-war administra. 
tive techniques the acreage allotments and commodity loans. The attempy 
to curtail production by acreage reduction did succeed in reducing acreay: 
but not production. They appear to have had no substantial effect on Price 
or income. On the credit side, however, they appear to have contributed t 
soil conservation and better farming methods. The procedure of tying mos 
of the AAA payments to acreage allotments resulted in the larger farms 
receiving proportionately larger payments and to some freezing of production 
patterns. 

The commodity loan program seems generally to have erred in a definite 
drift toward too high loan values and an inflexibility because of the tying oj 
the loan values to parity. Thus far the commodity loan program has not had 
to face the results to be normally expected from its present mode of operation 
The present loan program began with the Commodity Credit Corporation in 
1933, This agency in contrast with its ill-fated predecessor, the Federal Farm 
Board, was favored in its early years with a strong trend of rising prices 
By 1940, however, accumulations of stocks had become great enough t 
presage disaster, but the unprecedented war demands provided a rescue. 

The lessening latitude given the administrators in setting the loan rate has 
been striking. In the AAA act of 1933 the Secretary of Agriculture was 
given wide latitude in setting the loan rate, The 1938 act specified rates be- 
tween 52 and 75 per cent of parity. The 1941 legislation made all loan: 
mandatory at 85 per cent of parity. In 1942, the rates became 90 per cent 
of parity with some limited exceptions and the rates were to extend to the 
expiration of the two-year period beginning with the end of the January 
following the close of the war. This record does not discourage the author 
and he does not believe that the faulty programs of the past means thal 
all government programs are bad. He holds that we may have vigorous and 
enterprising farms and at the same time equally vigorous if well designed 
government programs. 

The last section of the book is devoted to Dr. Schultz’s own program for 
improving the agricultural situation. To solve underemployment and low 
earnings in agriculture, it is, of course, necessary to move persons from 
farms. Things we should not do are fairly clear and include resettlement 
of veterans extensively on farms and increasing the number of so-called 
“subsistence farms.” Positive measures are less easy to enumerate, but cer- 
tainly involve the removal of barriers to movement. Monopolies and restric: 
tions to entry in trades should be broken down, Among the positive measures 
the author makes an interesting suggestion for a National Outlook to serve 
labor similar to that developed for agriculture. Grants-in-aid for migration 
and enlarged facilities for training rural youth also appear warranted. 

In so far as instability of agricultural income arises within agriculture, 
the solution seems to be at hand. A crop insurance program and storage | 
feed grains on public account to stabilize livestock production promises 
do a great deal. 
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nt that Diminishing income instability caused by fluctuations in demand are out- 
barding side the power of internal adjustment of agricultural affairs. The first line 
inistra- of defense in stabilizing agricultural income would be the stabilization of the 
tempts hole economy, probably through fiscal-monetary policy. Should this fail, 
acTeage chen the author would advocate compensatory payments to farmers during 
N price the depression periods as the second line of defense. Farm prices would be 
ited ty eft free to seek their own levels and perform their allotted functions with 
g most espect to allocating supplies. The author was among the early advocates of 
farms this approach to our price problems and has done much to bring about its 
luction acceptance as a general principle. These compensatory payments would be 
og made to farmers to sustain their income without interfering with prices and 
lefinite their function. Payments might begin when unemployment or factory pay- 
Tng ot rolls reached a certain level. The author suggests that they be made to pro- 
x hac vide a price equivalent amounting to about 85 per cent of some pre-depression 
ration level. Parity prices would be completely abandoned. Under such a policy 
Hon in the principal production adjustments would flow from relative prices. In 
Farm addition, however, some aid might be given toward soil conservation, storage 
pe of feed crops, improvement of farm practices, improvement of tenure and aids 
igh te to depressed areas, Adjustment aids are especially essential to the South. 
In price policy, Dr. Schultz is the leading exponent of “forward prices” 
among the agricultural economists. The details of this part of his positive 
program are not entirely clear. Forward prices are, however, prices announced 
far enough in advance to enable farmers to develop their next production 
program in harmony with the announced prices. They should also be prices 
which will achieve a desired output, presumably desired by governmental ex- 
perts after review of the prospects for the future. Nearly all agricultural 
economists will agree with the author that our system of parity and support 
prices is undesirable and dangerous, but there is a wide divergence of opinion 
n forward pricing. 
WarREN C, WAITE 
University of Minnesota 


Reconstruction of World Agriculture. By Kart BRANDT. (New York: Norton. 
1945. Pp. viii, 416. $4.00.) 

This book was written during the war, anticipating the task of rebuilding 
agriculture and reéstablishing a world economy. It was written in the belief 
that Germany, Italy, and Japan would be defeated, that the post-combat 
period of disorganization would be brief, that the food relief requirements for 
Europe would be moderate, that land reforms long overdue in Europe would 
be undertaken, and that an opportunity would present itself for the restora- 
tion of agriculture in a setting of world trade shaped along liberal lines. The 
book is packed with information, ideas, and insights about agriculture, es- 
pecially European agriculture. 

Dr. Brandt, drawing upon his rich experiences, has allowed himself to 
range widely. No American has at his fingertips so much detailed knowledge 
Sout Europe’s land institutions, excess population on farms, the price- 
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making machinery serving agriculture, the political réle of farm groups, ay; 
the state of the technology in agriculture as has Brandt. P, Lamartine Yate 
and D. Warriner have focused on the economics of the European peasan: 
Wilbert E. Moore, in his Demography of Eastern and Southern Europe, bx 
given us a much needed analysis of the excess supply of labor on fam; 
in eastern and southern Europe. Brandt, however, seeks a more comprehen. 
sive understanding, namely, the réle of agriculture in a modern world economy 
In his explorations he draws not only on his European background but aly 
takes in his stride recent developments in nutrition, the technological advanc« 
in farming in countries with a highly developed agriculture, the lessons in foo; 
and agriculture drawn from the experiences of World War I, and the basic 
forces that were shaping world trade during the inter-war years. 

Brandt starts with the effects of World War I and then sketches the trend 
of the twenties in which he includes Hoover’s efforts at food relief. the 
agrarian reforms in eastern Europe, the gradual recovery of agriculture in 
Europe, the appearance of maladjustments in supply and demand, the decline 
in farm prices toward the end of the decade and its portent of depression, 
efforts at farm relief and market monopoly, and the failure of the monopolis 
approach along with much higher tariffs in the United States and autarchy in 
Germany. The analysis then shifts to the decade of the thirties, starting with 
the collapse of the credit structure, the spread of protectionism, the trans 
tion in Europe from the failure of peace to the preparation for war, New 
Deal farm policies, the cartelization of agriculture in Great Britain and 
Germany, and the added public control of the farm economy in other parts 
of Europe including the Soviet Union. 

The impact of World War II on the food and agricultural economy and 
the prospects at the end of hostilities is then considered, which sets the stage 
for estimating the conditions in agriculture during demobilization. Because 
he expected the food relief requirements for Europe to be moderate, the task 
of the United Nations Relief and Rehabilitation Administration appeared 
him comparatively easy. This discussion ends with the warning that America 

. . will be rudely shaken by the discovery that European agriculture is very 
competent and is a serious competitor with American agriculture in European 
markets.’’ Recovery in agriculture is expected to come quickly; a vigorous 
highly productive European agriculture will emerge soon after the end of the 
war after a brief relief period, as was the case following November, 1915 
The outlook in 1946 is indeed not nearly so assuring. 

There then follows what is probably the best part of the book, a treatment 
of the basic controversial issues in formulating a world agricultural policy 
We are living in a century when people and governments are concerned abot! 
the welfare of farmers; the claims of importing countries for agricultural 
protectionism and the claims of agricultural exporting companies for special 
measures to dump and to engage in price discrimination in forcing supplies 
into export channels have been freely supported. The effects of indastn i 
activity on agricultural progress is touched upon, and the importance of t 
division of labor between the temperate and tropical zones is sree’. 
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ne » and Brandt then introduces a very provocative topic; collective versus individual 
ne Yates ‘arming, reviewing very briefly the cultural history that has shaped, first, 
Peasant ‘eudal society and later the small family farms in western Europe. The split 


Pe, bas ‘n the socialist parties with regard to breaking up rich estates deserves much 


a farms more attention than he has given it. In fact, this particular topic is of such 
_— basic importance that one hopes he will find time to enlarge and to prepare 
onomy 


modest monograph for our professional literature on the size and structure 
‘ farm units viewed in terms of the historical stages through which agri- 
culture has passed, the institutions that have become established, and the 
goals that are appropriate to policy in this sphere. Brandt appears to make 
altogether too much of the idea that there are many people in farming who 
are so low in their capacity that large-scale farms are necessary to employ 
them. Certainly this a very short-run view, for much can be achieved through 
education, nutrition and other welfare measures to enhance the efficiency of 
such people and thus enlarge the productive réle they can play in agriculture 
and in other occupations, The penetrating comments on agrarian feudalism 
in Germany, Hungary, Poland, and Spain should be carefully studied by 
students of political institutions as well as those interested in agriculture. 
Brandt then throws his weight for a reconsideration of world trade; 
freer trade is a basic prerequisite for the reconstruction of agriculture. 
He conceives this rebuilding in a liberal tradition and relates it to the founda- 
tions of political democracy and then turns to the necessity of an expanding 
economy in order to achieve a‘redistribution of the labor force to lessen the 
overpopulation of agriculture. There is also a need for the resumption of 
efforts for the improvement of nutrition but he holds that the prosperity of the 
agriculture of the world is dependent primarily upon European political sta- 
bility and industrial recovery, 

Planning with regard to agriculture is viewed by Brandt largely as a threat 
rather than a promise. Planning takes on all of the adverse political connota- 
tions that Hayek has ascribed to it. It “means that all economic affairs are 
subject to political decisions. . . . Under agricultural planning, as it is exe- 
cuted today, for example in the U.S. . . . it is decided by vote in both 
houses of Congress. When Congress thus acts it is planning.” This book 
is devoted to policy objectives—policies which will shape the use of resources, 
the channels of trade, and the functioning of the price system. Such policies, 
ii they are to have expression, must also be decided by vote in both ‘houses 
of Congress, 

One might well wish that this book had been more condensed without los- 
ing any of its comprehensiveness, less detailed without losing its rich reality, 
less descriptive, leaving more room for the formulation of the main issues 
and analysis. There is also considerable repetition and inclusion of materials 
that are quite obvious to most readers. These shortcomings are, however, for 
the reader a small price to pay for the wealth of information and insight that 
this book encompasses. 
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USDA—Manager of American Agriculture. By FERDIE DEERING. (Norman 
Univ, of Oklahoma Press. 1945. Pp. xvi, 213. $2.50.) 

The genesis and purpose of Mr. Deering’s book is explained in the Prefac, 
“When I became editor of The Farmer-Stockman in 1942, I decided tha: 
I ought to know how the USDA was organized, how it operated, and what 
it did. So I started in to learn about it. The farther I went in my research. 
the less I understood the USDA, eventually arriving at the conclusion that no 
man living understands the complex setup. The observations contained herein 
grew out of that conclusion. . . . This book is an appeal for revaluation of our 
approach to the farm problems so that solutions may be found and {or 
organization of the USDA on that basis” (pp. ix-x). 

In the process of ascertaining what is wrong with the U. S. Department oj 
Agriculture, Mr. Deering touches a great number of problems. Chapter | 
contains a generalized account of the activities of the department; criticism 
of the wartime organization and the 1945 reorganization of Secretary Ander- 
son; plus a proposal for reorganization under three broad functions: (1) 
administration, (2) research and (3) education and information. Chapter 2 
touches on the historical development of the Department and returns to 
recent organizational defects and the need to remedy them. Chapter 3 dis- 
cusses the shortcomings of a number of specific programs, and gives special 
attention to the Agricultural Adjustment Administration and the Commodity 
Credit Corporation. Chapter 4 describes in rather sketchy fashion the work 
of the agencies within the Agricultural Research Administration. Chapter §, 
entitled The Number One Problem, is devoted entirely to soil conservation. 
Chapter 6 is directed toward post-war problems, with some discussion of pro- 
duction control, price policy and subsidies. Chapter 7 is devoted entirely to 
the farm credit problem. Chapter 8 begins with a discussion of the work 
of the agencies administering the regulatory laws and winds up with a 
number of proposals for reorganization of the administrative functions of the 
whole department. Chapter 9 is a catch-all for comments on the department's 
services in the fields of rural health, housing, electrification, roads, public 
lands, and codperative associations. Chapter 10, entitled Education and In- 
formation, is another omnibus chapter referring to the work of the Office ot 
Information, the Extension Service, the Bureau of Agricultural Economics, the 
4-H Clubs, and agricultural education generally. Chapter 11, entitled The 
New USDA, returns once more to the theme of general reorganization; while 
Chapter 12, Tomorrow’s Agriculture, contains the author’s ideas on a number 
of problems of economic policy, including production adjustment and prices 

There are a lot of things about the Department of Agriculture that Mr. 
Deering does not like. He does not like the way it is organized in Washington, 
where it threshes about “like the proverbial bull in a china shop and then, 
following the example of the famous knight of literature, leaps on his horse 
and dashes off in every direction” (pp. 13-14). He does not, for a large 
number of reasons, like its organization in the field. He does not like what 
he calls the “dollar-minded” point of view of the department—a tendenc) 
“to think of farm production only in terms of statistics and dollars and cents 
(p. 122). He does not like the bulk of its activities in the fields of production 
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and prices. Although he does not specifically charge the department with any 


Nan ybstantial abridgement of freedom of action by the individual farmer, there 
-a tone of apprehension in this regard. The following statement is an example: 
‘ace The power of directive has been exercised freely in regard to agriculture; 
that and in the hands of unscrupulous or power-hungry officials, the vast powers 
what held by the department could be used to divest farmers of virtually all con- 
rch, ‘rol over their commodities” (p. 58). 
t no In short, it seems fair to say that Mr. Deering views the Department 
rein : Agriculture as a mixture ef bad organization, bad administration and bad 
our economics, There can be no doubt that the Department of Agriculture, as 
for well as some other departments of the federal government, has many 
eficiencies. These are quite generally recognized and are of great concern 
t of to all who have considered the problems of government, including a large 
T | proportion of the bureaucrats themselves. However, Mr. Deering’s book adds 
ism but little to our ability to deal with these deficiencies. Instead of following 
der- through with an independent and thoughtful analysis of the large amount 
(1) of material which he has so industriously gathered, he largely confines him- 
r 2 self to repeating a lot of generalized criticisms, most of them of the familiar 
to anti-bureaucratic variety. The whole book abounds in statements that one 
lis- would like to rebut or at least tone down. However, comment will have to 
cial be confined to a few selected items. 
ity Mr. Deering argues at the outset that no man living understands the USDA. 
ork This statement has considerable truth, but other attempts show that it is 
3, possible to come much closer than he. The careful study of John N. Gaus and 
on Leon O. Wolcott, Public Administration and the United States Department 
ro- of Agriculture, published in 1940, is only one example. In this connection, it 
to may be noted that the staff functions of the department, which are so im- 
rk portant in obtaining codrdination, and were particularly emphasized by these 
a authors, are completely overlooked. Under Deering’s reorganization, the staff 
Ae agencies appear either to be eliminated or consolidated into one of the three 
ts super-divisions, with unification within and among them apparently being 
lic elected by some sort of magic. Another striking feature is a tendency to regard 
D- the department as entirely a service agency for farmers, It is true that this is 
0! a large and vital phase of the department’s work, but the department is also 
he a public agency and faces the problem of integrating its efforts to aid agri- 
he culture with the requirements of the public interest. This important problem 
He gets no attention whatever. 
er In attempting to understand and appraise operations of the Department 
‘ of Agriculture, and to produce a brief and readable book, Mr. Deering under- 
I. took a most formidable and commendable task. It is regrettable that the 
a readable book which he has written contributes so little toward either an 
: understanding or a solution of the problems to which he addressed himself, 


particularly in view of the fact that he is in a position to reach and influence 
a large number of farm people who have a vital stake in the successful 
peration of the USDA. 

J. P. Cavin 
Washington, D.C. 


| 


452 THE AMERICAN ECONOMIC REVIEW [yung 
Labor and Industrial Relations 


Negro Labor: A National Problem, By Ropert C. WEAVER. (New York: 
Harcourt Brace. 1946. Pp. xiv, 329. $3.00.) 


The subject matter of this volume is the effect of World War II upon th 
employment opportunities available to Negro workers. To provide the prope 
background the author sketches briefly the employment history of the Neon 
worker prior to the defense emergency, showing the racial employment patterns 
that prevailed and the obstacles that confronted Negroes in their quest {or 
desirable jobs. Under the stress of the defense emergency and then all-oy 
war, the color bar slowly gave way, especially in areas of acute labor shortage. 
with a long-delayed measure of racial justice a desirable by-product. 

As the Office of Production Management official in charge of Negro train. 
ing and employment, and later as director of Negro Manpower Service 
for the War Manpower Commission, Dr. Weaver participated actively in 
governmental efforts to promote effective utilization of Negro labor in wa 
industry. He has brought to this study, along with his excellent background 
a wealth of detailed information on Negro employment in a variety of in- 
dustrial areas. He has not allowed his sympathy for the black worker denied 
opportunity for employment or advancement by a color occupational system, 
nor his indignation at the prejudices both of management and white labor, 
to interfere with an objective analysis of the problem of Negro employment 
in the war and post-war periods, The careful marshaling of factual material 
the dispassionate account of prejudice and injustice, speak with their ow 
eloquence. 

World War I gave American Negroes their first opportunity on a large 
scale to enter industrial employment. Though that period marked a sig- 
nificant gain for colored workers, the occupational color-caste system remained 
unchanged in that Negroes were still restricted, with rare exceptions, to the 
unskilled jobs in hot, heavy, and dirty industries. Management thought in 
terms of Negro jobs and white jobs, white workers feared the Negro as 4 
competitor for a limited volume of employment, and craft unions frequent! 
discriminated against colored workers. Their entrance into certain northem 
industries via the strikebreaking route further intensified the prejudices 
white workers against Negroes. 

Between 1940 and 1945, however, and especially after 1942 when acute 
labor shortages became apparent, changes of tremendous significance 0c 
curred. With white workers no longer available, factories hired Negroes 
for production jobs, and upgraded qualified colored workers from the ranks 
of the unskilled to semi-skilled and skilled grades. Though they were ham 
pered by inadequate vocational training opportunities, by the fall of 194 
a million and a half Negroes were employed in war industries, about half 0! 
them in areas of acute labor stringency. As Negroes moved from rural ‘ 
industrial areas, from south to north and west, they faced problems of urban! 
zation, overcrowding and housing shortages, and insecurity once peace an¢ 
reconversion reduced industry’s need for them. . 

The areas and industries that Dr. Weaver considers at greatest lengt 
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wre Detroit; aircraft throughout the country; and local transportation in 
philadelphia, Los Angeles, and Chicago, In some of these cases management 
insisted upon the color bar, whereas elsewhere management wished to widen 
employment opportunities for Negroes but was held back by opposition of 
white employees. In extreme cases, as in Detroit, there were wildcat strikes 
wainst the upgrading of Negroes, strikes that the national heads of the union 
sposed with vigor and effectiveness, In Philadelphia the color issue became 
‘qvolved in a struggle between the CIO and the lineal descendant of a com- 
oany union, which tied up transportation for almost a week in an effort to 
srevent the use of Negroes as motormen. Elsewhere the introduction of 
\egroes into new types of employment proceeded without incident, especially 
shere management planned its actions carefully and the union leadership 
was sympathetic. 

Regardless of how the transition to peacetime employment is handled, the 
Negro is certain to be among the chief sufferers. Almost half the Negroes 
n war industries, Dr. Weaver points out, were concentrated in aircraft, 
shipbuilding, and iron and steel (including ordnance), and large numbers 
were also employed in the production branches of the armed services and 
in government-owned plants. These branches of industry will offer rela- 
ly little opportunity for post-war employment. In addition, because the 
Negro was so recent an entrant into many plants his seniority standing is 
Should seniority provisions be modified to give him preferred treat- 
the resulting enmity on the part of white workers would lead to a 
dangerous situation, particularly should we enter a period of wide- 
spread unemployment. 

Though many of the employment gains registered by Negroes during the 
var will not survive, there will be a substantial residue of progress. In the 
ron and steel and the automobile industries, for example, the Negro has 
made numerical and occupational advancement, and in both these industries 
he exercises an important influence within union ranks. Even in those in- 
lustries, such as shipbuilding and aircraft, from which the great bulk of 
Negroes, as of others, will be displaced, skills were acquired which may help 
colored workers obtain more desirable types of civilian employment, 

The volume discusses at some length the formation and activities of the 
fair Employment Practices Committee, which provided a mechanism for the 
processing and adjustment of complaints of discrimination, and which was 
instrumental in widening employment opportunities for Negroes. Dr, Weaver 
ielieves that there is a special need for FEPC in the reconversion period, 
that state FEPC’s should be established for intrastate activities, and that 
there should be a permanent FEPC not restricted to war industries. He 
's pessimistic about the prospects for full employment, upon which the eco- 
nomic welfare of all workers, but especially of minority groups, so largely 
epends, and likewise about the prospects for racial understanding in the 
ost-war period. 

The author believes that a permanent FEPC, with powers of enforcement, 
an do much to sustain the morale of Negroes and their belief in American 
‘emocracy. Its contribution would be significant, he thinks, if it merely 
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established equal employment opportunities for Negroes in federal employ. 
ment and on public-financed construction. In a work-world in which unig; 
are so important, he points out, colored workers must be oriented by thy 
Negro community to understand unions and participate in their activities 
Agencies that train and place Negroes must think realistically in terms of th: 
industries, such as construction, in which the post-war demand for labor wij 
increase. The federal government, besides providing for a permanent FEPC 
can help best by achieving a smooth and quick reconversion and planning ty 
assure full employment. 
Dr. Weaver’s volume deserves a wide reading. Its careful marshaling o/ 
facts, its competent analysis of complicated problems, and its objective treat. 
ment of an issue so highly charged with emotion and prejudice make jt a 
important contribution to the literature on the subject of Negro labor 
To some extent the chapter organization might have been improved, 1 
eliminate a tendency toward repetition and to make the book more an inte. 
grated whole and less a collection of related essays. This, however, is a rela- 
tively minor criticism of an excellent piece of work, 
SEIDMAN 

Washington, D.C. 


The Indian Working Class. By RADHAKAMAL MUKERJEE. (Bombay: Hind 
Kitabs. 1945. Pp. xvii, 336. Rs, 12-8.) 
This little volume is deceptively slim, as it contains much more meat than 
its size might suggest. Professor Mukerjee has produced a thorough tech- 
nical analysis of the multitude of grievances which beset Indian labor today 
His pages are densely packed with illustrative data and with more than a 
hundred tables, detailing working and living conditions throughout Indian 
industry. 
The presentation is organized by problems, taking up in order those major 
difficulties which industrial workers experience, from first recruitment or 
employment, through working conditions, working hours and wages, and 
standards of living and housing. The ramifications of each problem are 
thoroughly documented by factual material, both by geographical area and by 
industry. Special recurring attention is given to employment in coal mines 
and quarries, in tea gardens, in jute and other textile mills, and in iron and 
steel fabrication. The final chapters are devoted to more general discussion 0! 
India’s needs for increased social security, trade unionism, and collective 
bargaining methods to assure industrial peace, Here, also, the author is quite 
as much scholar as advocate, tracing carefully the historical background ané 
present status of each problem. 
The book does not lend itself to review in the usual sense, as its very i= 
clusiveness makes summary difficult, From his background of thirty-five 
years’ experience with Indian labor problems Professor Mukerjee has reache 
conclusions as to what should be done about a wide variety of particula 
sore spots. Among the more important measures advocated are the elimina- 
tion of the widespread contract system of hiring by middlemen, the = 
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Mploy. creased use of labor exchanges, recognition of changing costs of living in 
Unions prevailing wages, and gradual establishment of minimum wages and maximum 
by the hours of work. In this latter connection, the author presents a great deal of 
tivities, valuable data on Indian standards of living, conveniently compared with those 
OF the of other lands. One chapter is devoted to the problems of technological 
Or will advance; and a plea is made for controlled introduction of more efficient 
FEP(, processes, with some proportionate share of resulting profits being allocated to 
ling to labor. An analysis of housing conditions culminates in an advocacy of a large- 
scale government housing program, 

ing of The guiding assumption of the study is that “Indian industry can advance 
» treat- nly on the basis of a progressively higher scale of production, wages and 
it an standard of living. Industry cannot enjoy peace and prosperity so long as the 
labor elementary needs of the worker as a human being, and not merely an instru- 
ed, to ment of production remain unsatisfied. . . . The foundations of industrial 
1 inte. _., progress accordingly rest on increased efficiency and improved standard 
A rela. f living and social security for the working class and enlarged and adequately 
listributed purchasing power for the entire population.” 

"The approach is essentially sociological, and reliance is placed upon the 
sheer impact of factual data, interpreted by common-sense reasoning, to sup- 
port the various corrective measures indorsed. These generally reflect merely 
an application to particular Indian conditions of currently prevailing convic- 
tions of organized labor and “liberal” labor sociologists of the English- 
speaking world. It is to be regretted that serious economic analysis of the 
impact f such individually “progressive” measures on a semi-competitive 
economy is so rarely undertaken. On the other hand, it must be conceded 
that the teeming, unstable complexity that is India hardly seems the simplest 
economy to which to begin applying such an analysis of repercussions. 

The book is to be recommended to serious labor technicians rather than to 
a more general public. Even professional labor students who are fully con- 
versant with current problems in occidental countries may find it wise to 
absorb this present volume by installments; for the repeated use of unfamiliar 
Indian terms and local industrial jargon (frequently unexplained) mark this 
study as intended primarily for those actively working on day-to-day prob- 
lems of Indian labor. For such specialists it should prove a mine of informa- 
tion for ready reference, and a useful sociological summary of particular 
defects in policies and practices which prevail in Indian industry as of the 
end of the Second World War. 

Omar B. PANCOAST, JR. 
OMGUS, 

Berlin, Germany 


nal Farm Labor in the United States. By Harry ScuHwartz. Stud. in 
hist. of Am. agric., no. 11. (New York: Columbia Univ. Press. 1945. 
Pp. xii, 172. $2.25.) 

This little volume gives an instructive review of the situation faced by 
seasonal farm laborers on whom producers depend not only for the harvest 
‘ruit crops but also for the production and harvest of many of the truck 
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crops of the Pacific Coast, the irrigated areas of the Great Plains, the humij 
acres of the Middle West, and the Atlantic Coast. Special attention is devotes 
to the problems surrounding the production of sugar beets, a crop which jp. 
volves two comparatively short seasonal peaks. 

Along with his own personal observations, the author gives a commendable 
review of reports of other investigators who have from time to time studied 
the problem of migrant seasonal workers, The descriptive matter is well sup. 
ported with statistical evidence, showing the importance of seasonal labor 
in agricultural production and the level of earnings achieved by migratory 
workers in certain typical cases. Many of the earnings data are drawn from 
years when earnings in other phases of agriculture were likewise modest, » 
that correctly interpreting this evidence involves taking into account the 
general economic situation of the period, 

The author makes an important point of the significance to the producer 
of harvest labor cost from a bargaining standpoint. He shows how producers 
have frequently curtailed the amounts they were willing to pay for labor at 
harvest time when the price outlook for the product was particularly discourag- 
ing. He does not follow this point up with evidence which would indicate 
whether or not the labor thus bargained for was any more or less profitable 
than that used at other times when bargaining was not so evident. The 
general impression given is that the employer has often been guilty of great 
injustice and unjustified discrimination against seasonal workers, One might 
reasonably inquire whether the fault lies with the employer or with an 
economy which requires the incurring of heavy costs in producing a crop 
the price of which remains an unknown quantity until harvest time and the 
perishable character of which precludes the possibility of storage and holding 
for any considerable period of time in anticipation of a more favorable 
market. Instances are given where producers chose to permit the crop to re- 
main in the field rather than incur further costs in the face of an already im- 
possible market situation. There are enumerated the various support pro- 
grams which have been afforded producers in the sugar beet industry in 
particular, and the author wonders why some comparable program could not 
be forthcoming for the worker. This seems a reasonable question. 

Available experiment station studies tend to show that labor earnings 
of producers in the case of many of these commodities, especially deciduous 
fruit crops and some truck crops, are, outside of certain large corporate 
interests, very modest indeed. The grower with his investment and his 
entire family’s time devoted to the project has, on an average, realized little 
more than a laborer’s earnings. For this meager reward these entrepreneurs 
have had to risk their capital and their year’s effort for an uncertain prospect 

In the latter part of this report occurs a statement which indicates 
possible unfamiliarity with the factors involved in causing employers to 
adhere to a production program which provides only seasonal employment. 
The author comments: “Farmers would be hard to convince that it would 
be to their advantage to employ only certain workers and to modify their 
farm plan so as to give maximum employment.” Difficulties encountered 
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. developing a farming system which provides year-round employment for 
workers on truck farms in western New York or strawberry and grape farms 
n northwest Arkansas are very real. 

The author correctly identifies the chief difficulty in the pathway of 
Jecasualization,” which is, as he indicates, “the distribution of peak needs 
and non-peak needs.” A more practicable proposal made by the author seems 

be that of combining farm and non-farm employment for workers on whom 
producers of seasonal crops must depend. He indicates further that migration 
difficulties can be minimized by local urban populations responding to tempo- 
rary need for additional farm help, He gives considerable attention to accom- 
nlishments in this direction in the past three or four years. 
- Consumers may have become so accustomed to prices for fruits and vege- 
tables which provide very meager returns to both seasonal laborers and their 
employers that great resistance might be met in attempting to establish 
prices which would permit paying seasonal workers adequate annual in- 

mes for only five to seven months’ employment. No doubt the general public 
would be more interested in efforts to find productive employment for such 
seasonal workers in non-season periods. Thus the burden of providing ade- 
quate annual incomes to seasonal workers would not fall entirely on seasonal 


crops. 
O. R. JOHNSON 
University of Missouri 


Human Relations in Industry. By BurtEIcH B. GARDNER. (Chicago: Richard 
D. Irwin, Inc. 1945. Pp. xi, 307. $3.00.) 


This is a significant book for economists specializing in industrial relations 
and personnel administration; but certain sections of it, particularly the 
first four chapters, deserve wider reading among economists generally. Pro- 
fessor Gardner’s purpose is to provide a systematic presentation of the social 
structure of industry. He does an able job of describing the various groups 
and levels in the hierarchy from top management to workers in an enterprise, 
and he points out with many illustrations the pressures and conflicts that 
develop between these groups and levels, This view of the industrial organiza- 
tion should be a part of the intellectual equipment of every economist, even 
though he approaches the study of industry from a different point of view. 

The book owes a heavy intellectual debt to the pioneer research studies 
by members of the Harvard Graduate School of Business Administration at 
the Hawthorne plant of the Western Electric Company. The author spent 
ive years in charge of employee relations research in connection with the 
personnel counseling program at Western Electric, and he has drawn heavily 
on this experience, as well as on Management and the Worker.’ In fact, 
readers who are familiar with this and other reports of the Hawthorne 
research will find little that is basically new in the present book. But the 


'F. J. Roethlisberger and W. J. Dickson, Management and the Worker. (Cambridge, 
Harvard Univ. Press, 1940.) 
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material, with many new illustrations, is presented more briefly and jn , 
livelier style than has heretofore been available. 

It is the author’s belief, shared by many others, that because a busines 
firm “is such a closely integrated system of co-operative effort, it is importan; 
that everyone concerned with increasing its effectiveness, whether they be 
executives, personnel people, or supervisors, have an understanding of th 
nature of such a system and of the problems of maintaining effective 
operation within it.” 

To provide this understanding, Professor Gardner begins by describing th: 
man-boss relationships that exist in a factory hierarchy, and the importance 
of status as attached to particular jobs. Then he considers the line oj 
authority from top to bottom, and how, in practice, information is often 
distorted and filtered and how it moves “by fits and starts.” Next, the 
functions and problems at each level in the hierarchy—foremen, department 
chiefs, division chiefs, superintendents, and top management—are described. 
The divisive influences that operate between these levels get particular 
attention, as do the cleavages between informal groups and between line 
staff, and control organizations. There is a particularly interesting discussion 
of the conflicts between the engineers and the shop and between the accounting 
or cost control organization and the shop. 

In unionized plants, the union is also an integral part of the social structure 
of the factory, as Professor Gardner points out. His chapter on “The Union 
Its Functions and Place in the Structure,” however, is rather brief and over- 
simplified, although suggestive of areas for further study. Some readers wil 
question that “the chief function of the union is to force management to 
consider the effects of company policies and practices upon the workers” 
(p. 114). In many firms, unions have gone beyond the “consultation” stage, 
and actually participate in policy-making and in administering job evaluation, 
wage incentive systems, etc. Yet the author apparently overlooks the impact 
of these developments. 

There are two chapters on wages, dealing with differentials, merit increase 
systems, job evaluation, piece rates, and restriction of output. While there 
are many interesting illustrations, the discussion is on a pretty elementary 
level, and some of the conclusions reached do not square with experience 
elsewhere as reported in the specialized literature. In fact, the absence oi 
any references to other studies (in addition to Management and the Worker 
limits the usefulness of the book except as an introduction to the subject. 

In these chapters, as in the earlier ones on the social structure of a0 
industrial organization, the difficulties confronting effective codperation are 
stressed. There is an admission that a “sound piece-work system usually does 
increase efficiency and actually gets more output per man than a straight 
day-work system,” but a discussion of the components of such a system is 
lacking. 

Methods of securing codperation within an industrial organization are 
finally presented in the last two chapters of the book. Such procedures 4 
advance explanation and consultation, sympathetic listening, etc., are clearly 
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helpful, but their value would have been impressed upon the reader more 
jorcibly if they had been offered when the numerous difficulties in the way of 
a -uring codperation were discussed earlier. This was done effectively, for 
example, in the brief discussion of the human problems resulting from organi- 
zational changes (pp. 218-21). 

Executives and students of management, to whom the book is primarily 
addressed on an introductory level, will get a better understanding of the 
social structure of industry by reading this book, and they will be impressed 
with the complexity of the problems of getting codperation between groups 
and levels in the factory organization. But they are less likely to understand 
clearly how to handle those problems effectively. 

CuHarLes A. MYERS 


Massachusetts Institute of Technology 


Consumption: Codperation 


| The Co-operative Movement and Present-Day Problems, with Special Refer- 


ence to Rehabilitation and Reconstruction. (Montreal: Internat. Labour 
Office. 1945. Pp. 232. 4 shillings.) 

This report, it is explained, is mainly documentary; it attempts, not to 
formulate a plan for the future, but to provide material for the carrying out 
i such plans as are made. Dealing with the comparatively long-range prob- 
lems, the report is a companion piece to a previous report, Co-operative Or- 
ganizations and Post-war Relief, which dealt with the immediate post-war 
problems. It is an appraisal of the codperative movement throughout the 
world with respect to (1) restoration of basic economic functions (food and 
agr iculture, transport, power and housing) in the various countries; (2) 
social problems of rehabilitation, such as employment, improvement of the 
stanc re of living, and democratic management of the economy; and (3) 
conditions and forms of the coéperative contribution to rehabilitation and 
reconstruction effort. 

Though the study is not statistical in nature, it presents summary figures 
showing the number of codperative associations in these various fields and in 
many cases indicates the proportion of national trade accounted for by the 

Operatives operating therein, In nearly all the countries of Europe the co- 
operatives were an important factor in the national economy before the war, 


| and even the German conquerors were forced to make use of them—and in 


some cases even expand them—in order to keep the productive and distributive 
system functioning. 

The report calls attention to the “practically unlimited variety” of eco- 
nomic and social functions which the codperatives perform. Among those dis- 
cussed in Part I are the agricultural supply associations (separate sections be- 
ing devoted to those handling feeding stuffs and fertilizer, seeds, and farm 
imy mplements and machinery), livestock-breeding associations, rural credit 
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associations, and codperatives marketing specific commodities (grain, live. 
stock and meat, eggs and poultry, dairy products, fruits and vegetables, et; 
in the various countries. The contributions that each of these forms can 
make toward the rehabilitation of Europe are discussed. The report makes 
a special plea for the restoration and expansion of the fishery associations— 
one type of association the product of which constitutes a net addition 1 
much-needed supplies of animal protein, whereas “stock and poultry are jn 
competition for their food with animals and men.” As problems of supplying 
fuel, transportation, power, and housing will be of “tremendous urgency and 
importance in the immediate postwar period,” a chapter is devoted to the de. 
velopment of codperatives in each of these fields. 

Part I thus presents a remarkably able cross section of the codperative 
movement, by type of association—a task much more difficult than descrip- 
tion country by country. If any criticism can be made, it is that the data 
representing as they do in most cases the pre-war situation, are open to the 
objection that they may no longer picture the actual situation. The writers 
anticipate such criticism by acknowledging this at the outset and stating their 
conviction that “it seemed better to have some gaps in a documentation which 
was otherwise generally sufficient than to have a more perfect documentation 
too late to be of use.” 

In many of the German-dominated countries reports indicate that the co- 
Operative movement even expanded during the war, though of course under 
strict nazi domination and probably with little or no control of policy by 
the members, It is probable, also, that the original members—especially where 
they were largely trade unionists and Social Democrats—have been scat- 
tered or slain under the German policy of extermination, and the extent 
of really democratic views among the later members is open to guess only 
In these countries there was also widespread destruction of physical plant 
in the last, desperate stages of the war. In view of all this, rehabilitation of the 
movement itself must necessarily precede any contribution it can possibly 
make toward economic rehabilitation of the countries. Reports indicate a 
surprising degree of codperative recovery even in the early months after libera- 
tion, but the extreme prostration of the economic system in the war-torn 
countries and the lack of even the most elementary necessities in some cases 
make the process of reconstruction a long one. As the report frequent) 
points out, the most promising immediate sources of codperative help are 
the codperative movements of the uninvaded countries and that of the 
United States. 

The infinitely greater potential advantages of collective use and action, a 
compared to individual use and effort, are the ground for the special considera- 
tion bespoken for the codperative movement. 

In Part II, which deals with the social probiems of rehabilitation, the repor' 
discusses the value of various types of codperatives, such as productive ass0- 
ciations (self-help codperatives among unemployed, workers’ productives, 
and labor-contracting associations) and collective farming and land-leasing 
associations, as employers of labor. It points out the great stability of employ- 
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ment in codperative associations and the little-recognized fact that, even in 
depression when employment in general is falling off, codperative 


LIMes 


MS can mplovment keeps on going up, as a consequence of the codperatives’ greater 
Makes resistance to economic disturbances. Also, the codperatives offer some resist- 
tions- snce to the “uncompensated disturbances of equilibrium from which the 
tion { prevalent economic system suffers” in their influence toward price stabilization 
are in and more equitable distribution of national income through the mechanism of 
plying he patronage return and their influence on “the orientation of the economic 
cy an orocess.” The private producer and seller, the authors state, has to depend on a 
the de problematical market and use his ingenuity to market a product for which a 
demand may not exist but must be created; the “service” enterprise—the 
“Fative jperative—is “concerned to satisfy expressed needs.” Again, the private 
escri producer, being interested in activities yielding the greatest profit, may leave 
dat basic needs unsatisfied or insufficiently satisfied, keeping prices high on a 
to the market that could otherwise be much wider. The codperatives’ nonprofit 
rriter peration, which increases the purchasing power of the members, tends to 
the raise their level of living, a tendency which has been furthered by the codpera- 
whlch tives’ work for the improvement of quality of goods and the education of their 
tation members for better nutrition. 
\s for the codperative contribution to a democratic economy, the report 
; notes that, to the extent that the codperative members exercise their rights 
— id assume their responsibilities, “each codperative enterprise is a successful 
yo lemocracy in microcosm.” The movement is a “breeding ground of adminis- 
vher trators of the type which the democratic economy needs,” and one of the 
ms places where the people’s economic will is formed, The codperators them- 
-e selves, the report says, view their function as even more fundamental: ‘They 
ay think that there cannot be real reconstruction in general and democratic 


reconstruction in particular, without a broad and persistent effort of re-edu- 
ition, for the paramount need of democracies is for well-informed and active 
tizens. They hold that it is within genuine people’s institutions, especially 
vithin trade-union and codperative organizations, that habits of passive 

edience can be most quickly dissolved and that a sense of democratic 
liscipline and responsibility can be restored.” 

Part III emphasizes, however, that the importance of the post-war co- 
perative contribution depends not only on the readiness of the movement to 
play its part, but also on the degree to which it is asked to participate and 

of all, on the way in which it can be fitted into the general framework 

the intervention that the public authorities of most countries will be led 
make in the economic field.” There are in codperative history many 
instances of collaboration between state and codperatives, by (1) “simple 
mandate conferred by public authorities on a codperative or a group of co- 
eratives; (2) delegation, which establishes a real mutual collaboration” 
yhen the public authority entrusts codperatives with certain functions which 
t enables or assists them to perform by giving them help of various kinds; 
association of state and coéperative movement in semi-public joint service 
nterprises; and (4) integration of codperatives in public administrations or 
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joint service enterprises, this differing from (3) in that “the codperatiy 
activity, while remaining independent, is included in a wider system of ep. 
nomic activities.” 

The report points out that, although the codperative movement is an instry. 
ment standing ready-made and well adapted for immediate use in the wor 
of rehabilitation,” its actual use depends on “those who build and can byili 
the codperative movement; outside codperative institutions, it depends o 
the structures, and on the legislative and institutional environment of such 
institutions, which can help or impede their development and action.” 

Altogether, the report constitutes a valuable compilation of facts (including 
some not generally known even to codperative researchers) and a thoughtfy! 
and philosophic evaluation of this people’s movement. 

FLORENCE E. Parker 

U.S. Bureau of Labor Statistics 

Washington, D.C. 
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ee 


Revenue. (Washington: Supt. Docs, 1945. Pp. 375. 55c.) 


Business Cycles and Fluctuations 


Pierson, J. H. G. Full employment in practice. (New York: Inst. on Postwar Recon- 
ruction, New York Univ. 1946. Pp. 26. 25c.) 
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Roads to full employment. Social Action, Vol. 11, no. 10. (New York: Social Action. 1945 
Pp. 34. 15c.) 


Public Finance; Fiscal Policy; Taxation 


Groves, H. M. Postwar taxation and economic progress. Committee for Econ. Development 
research stud. (New York: McGraw-Hill. 1946. Pp. xiv, 432. $4.50.) 


Hansen, A. H. Fiscal policy for full employment. (New York: Inst. on Postwar Recon 
struction. 1946. Pp. 23. 25c.) 


Martin, J. W. and Briscoz, V. The Kentucky state budget system. Bull. of the Bur. of 


Bus. Research, Coll. of Commerce, no. 11. (Lexington: Univ. of Kentucky Press, 194; 
Pp. iv, 103.) 


Muscrave, R. A., and others. Public finance and full employment. Postwar econ. stud 


no. 3. (Washington: Dir. of Admin. Services, Board of Govs. of the Fed. Reserve Sys. 
tem. 1945. Pp. v, 157. 25c.) 


Sarrers, E. H. The income tax under federal and Louisiana laws; including withholding 
tables for 1946. Rev. ed. Louisiana bus. bull., Vol. 8, no. 1. (Baton Rouge, La.: State 
Univ. Press. 1946. Pp. 31.) 


SHAw, E. R. The national debt and our future—a look ahead on the Chase-Hansen-Berle 


superhighway to deficit spending prosperity. (Washington: Shaw Pub. 1946. Pp. i389 
$2.50; paper, $1.50.) 


The budget of the United States Government for the fiscal year ending June 30, 1947 
Bur. of the Budget. (Washington: Supt. Docs. 1946. Pp. Ixxviii, A89, 808. $2.75.) 


Opportunities for the improvement of the Virginia state tax structure. Report of the Com- 
mittee on Taxation and Govt. Finan. doc. no. 11. (Richmond: Virginia State Chamber 
of Commerce. 1945. Pp. xxii, 181. $2.50; paper, $2.) 


Revenue act of 1945, summary of principal provisions and questions and answers relativ: 
to Public Law No. 214, 79th Congress. 79th Cong., 1st sess., H. doc. 383. (Washington 
Supt. Docs, 1945. Pp. 40. 10c.) 


Supplement to Regulations 111, income tax under the internal revenue code (applicabdl: 
only to years beginning after Dec. 31, 1941). Internal Revenue Bureau. (Washington 
Supt. Docs. 1946. Pp. 488. 75c.) 

Contains the amendments of and additions to Regulations 111 made by Treasury 
decisions prescribed after Oct. 26, 1943 (the date of approval of Regulations 111), and 
prior to Dec. i, 1945. 


Money and Banking; Short-Term Credit 


BernAcer, G. La doctrina funcional del dinero. Inst. de econ. “Sancho de Moncada” No. } 
Ser. A. (Madrid: Consejo Superior de Investigaciones Cientificas. 1945. Pp. 364.) 


Burns, E. J. Some financial trends of commercial banks of Philadelphia, Pennsylvania, 
1915-1941. Stud. in econ., Vol. 16. (Washington: Catholic Univ. of Am. Press. 1945 
Pp. x, 122. $1.50.) 


Nocaro, B, La monnaie et les systémes monétaires. L’écon. pol. contemp., Vol. VII. (Pars 
Lib. Gen. de Droit et de Jurisprudence. 1945. Pp. 251.) 


Urovutpt, V. L. Problemas de moneda y crédito. Mesa redonda. Segundo Cong. Mex. dé 
Cienc. Soc. (México, D.F.: Artes Graf. del Estado. [1946.] Pp. 89.) 


Bank for International Settlements: fifteenth annual report, 1st April 1944-31st March 
1945, (Basle: Bank for Internat, Settlements. 1945. Pp. 158.) 


Credit sources for small business. Bur. of Foreign and Domestic Commerce, econ. ser. 4 
(Washington. Supt. Docs. 1945. Pp. 34. 15c.) 
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1945 International Trade, Finance and Economic Policy 


arp, E. M. American foreign policy. (Indianapolis: Nat. Foundation Press, 1946. 


E. H. Uneasy money. (Norman, Okla.: Univ. of Oklahoma Press. 1946. Pp. 


pment 
| Proposed reductions in production costs and agricultural costs and lowered price scales 
econ for American goods sold abroad, as good business and as effective international co- 
peration. 
ur. of Finer, H. The United Nations Economic and Social Council. America looks ahead, no. 12. 
+t Boston: World Peace Found. 1946. Pp. 121. 50c; paper, 25c.) 
‘erspacH, C. J. Foreign exchange control. (Cambridge: Bankers Pub. Co. 1945, Pp. 64. 
°y . Offers a system of accounting control for foreign exchange transactions with repro- 
tions of the necessary forms and vouchers. 
ding Hentus, F. Dictionary of foreign trade. (New York: Prentice-Hall. 1946. Pp. xxi, 745. $10.) 
Hitter, S. Exporting our standard of living. (San Francisco: John Howell. 1945. Pp. 63. 
Berle 
10 Hurcurnson, K. Rival partners: America and Britain in the postwar world. (New York: 
Macmillan. 1946. Pp. ix, 262. $2.) 
1047 Jenkins, S. Trading with Asia. Pamph. no. 18. (New York: Inst, of Pacific Relations. 1946. 


Pp. 64. 25c.) 


‘om- Lin, W. Y. China and foreign capital. China counc. ser. no. 2. (New York: Inst. of Pacific 
mber Relations. 1945. Pp. 53. 35c.) 


McDiarmip, O. J. Commercial policy in the Canadian economy. (Cambridge: Harvard 
ative Univ. Press. 1946. Pp. xii, 397. $4.50.) 


ton Sawyer, E. W, Insurance as interstate commerce. (New York: McGraw-Hill. 1945. Pp. xi, 
169. $2.50.) 
Sprout, H. and M., editors. Foundations of national power: readings on world politics and 
American security. (Princeton: Princeton Univ. Press. 1945. Pp. x, 774. $4.25.) 


Stantey, A. O. Approach to Latin American markets. (New York: Dun and Bradstreet. 


Tavtor, A. E. Foreign trade and full employment. (New York: Inst. on Postwar Recon- 


struction, New York Univ. 1946. Pp. 20. 25c.) 


inglo-American financial and commercial agreements. Dept. of State, comm, pol. ser. 80. 
Washington: Supt. Docs. 1945. Pp. 12. 5c.) 
) Contains statement by the President of the United States and the Prime Minister 
f Great Britain; joint statement on commercial policy; joint statement on settlement for 
-s lend-lease and reciprocal aid, surplus war property, and claims; financial agreement. 


945 Channels for trading abroad. Bur. of Foreign and Domestic Commerce, econ. ser. 52. (Wash- 
ington: Supt. Docs. 1946. Pp. 26. 10c.) 
iris Economic controls and commercial policy in Mexico. Tariff Commission. (Washington: 
Supt. Docs. 1945. Pp. 46. 15c.) 
de Fifteen facts on the proposed British loan. (New York: Committee on Internat. Econ. 
Policy. 1946. Pp, 11.) 
Industrialization and foreign trade. League of Nations pub. IT. Econ. and finan. A.10. (New 
York: Internat. Doc. Serv., Columbia Univ. Press. 1945. Pp. 167.) 


International trade, foreign investment and domestic employment including Bretton Woods 
proposals: a statement on national policy by the Research Committee of the Committee 


— 
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for Economic Development. (New York: Committee for Econ. Development. 1945, p, 
26.) 

Proposals for expansion of world trade and employment. Dept. of State. (Washington 
Supt. Docs. 1945. Pp. 28. 10c.) 

What peace can mean to American farmers, expansion of foreign trade. Dept. of Agric 
misc. pub. 582. (Washington: Supt. Docs. 1945. Pp. 21. 10c.) 

Work of the League during the war, report submitted to the Assembly by the Actin, 
Secretary-General. League of Nations Pub. gen. 1945. 2. (Geneva: League of Nations 
New York: Internat. Doc. Serv., Columbia Univ. Press. 1945. Pp. 167. 50c.) 

Work of the League, 1943-1944, report submitted by the Acting Secretary-General. C. \4 


M. 14. 1945. (Geneva: League of Nations. New York: Internat. Doc. Serv., Columbi 
Univ. Press. 1945. Pp. 100. 50c.) 


Business Finance; Insurance; Investments, 
Securities Markets 
Lutz, F. A. Corporate cash balances, 1914-43, manufacturing and trade. Finan. research 
prog., stud. in bus, finan. (New York: Nat. Bur. of Econ. Research. 1945. Pp. 146.) 
NossaMAn, W. L. Trust administration and taxation. 2 vols. (Albany: Bender. 1946. Pp 
1188. $20.) 


Stewart, B. M. and Couper, W. J. Profit sharing and stock ownership for wage earner 
and executives. Indus. monog. no. 10. (New York: Indus. Rel. Counselors. 1945. Pp. vi 
143. $1.25.) 


Public Control of Business; Public Administration; 


National Defense and War 
Bow es, C. Can we have higher wages without higher prices? Bull. of America’s Town 
Meeting of the Air, Vol. 11, no. 33. (New York: Town Hall. 1945. Pp. 24. 10c.) 


Corwin, E. S. The Constitution and what it means today. 8th ed. (Princeton: Princeton 
Univ. 1946. Pp. 281. $2.50.) 


—_———: Constitutional revolution, ltd. Rev. ed. (Claremont, Calif.: Claremont Colleges 
1946. Pp. 130. $2.) 


Picarp, R. La reconversion économique aux Etats-Unis—de l'économie de guerre 6 


l'économie de paix. (Paris: SPID. 1945. Pp. 90.) 


Rorer, B. W. Government financial aids to small business. Bur. of For. and Dom. Com 
merce, econ. ser. no. 48. (Washington: Supt. Docs. 1945. Pp. 39. 15c.) 


: 187 bills—a digest of proposals considered in Congress in behalf of small busine 
1043-1044. Bur. of For. and Dom. Commerce, econ. ser, no. 49. (Washington: Supt. Docs 
1946. Pp. v, 118. 25c.) 


Swisuer, C. B. The growth of constitutional power in the United States. (Chicago: Univ 
of Chicago Press. 1946. Pp. x, 261. $2.50.) 
Charles R. Walgren Foundation lectures. 


Witcox, J. K. Official war publications—guide to state, federal and Canadian publication 
Vol. IX. (Berkeley: Bur. of Bus. Admin., Univ. of California. 1945. Pp. 236, mimeo 


Antitrust laws with amendments, 1890-1945. House of Representatives. (Washington: Supt 
Docs. 1945. Pp. 90. 20c.) 


Battle for production, 5th report to the President, the Senate and the House of Reprs 
sentatives, by the Director of War Mobilization and Reconversion, Jan. 1, 1946 (Wash 


ington: Supt. Docs. 1946. Pp. 73. 15c.) 
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ernment financial aids to small business. Bur. of For. and Dom. Commerce, econ. ser 
Washington: Supt. Docs. 1945, Pp. 39. 15c.) 
ernment policy on price and wage control in the transition period; changes in wage 
Ottawa: Cloutier. 1946. Pp. 14.) 
tures on administrative regulation. Pub. admin. pubs., Dept. of Agric., Grad. School. 
Washington: Supt. Docs. 1945. Pp. 84. 50c.) 
ion and effects of wartime industrial expansion in Canada, 1939-1944. (Ottawa: Dept. 
f Reconstruction and Supply Directorate of Econ. Research. 1945. Pp. vi, 65, mimeo.) 


niror 


twar employment and the removal of wartime controls: a statement on national policy 
the Research Committee of the Committee for Economic Development. (New York: 
nmittee for Econ. Development. 1945. Pp. 31.) 

ntract terminations and settlements: 5th report by the Director of Contract 
Settlement to the Congress, October, 1945. Office of War Mobilization and Reconversion. 
Washington: Supt. Docs. 1945. Pp. 70. 15c.) 
tion achievements and the reconversion outlook, report of the Chairman, 


Wartime product 


War Production Board, Oct. 9, 1945. (Washington: Supt. Docs. 1945. Pp. 110. $1.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


HESNE, L. La localisation des diverses productions, régles, rationnelles déduites de 
rpérience. (Bruxelles: Les Editions Comptables, Commerciales et Financiéres. 1945. 


ett!, G. Industrial management in transition. (Chicago: Richard D. Irwin. 1946. 


N, J. F. Lincoln’s incentive system: covering the basic principles of the incentive 
tem in manufacturing. (New York: McGraw-Hill. 1946. Pp. 201. $2.) 

Seaver, C. H. Industry in America. (New York: Harper. 1946. Pp. 349. $1.60.) 
SprigceL, W. R. Principles of business organization. (New York: Prentice-Hall. 1946. 
Pp. xii, 564. $6.35.) 

H. Management can be human. (New York: McGraw-Hill. 1946. Pp. 137. $1.50.) 
{ dynamic equipment policy for America (an excerpt). (Chicago: Machinery and Allied 
Products inst. [1946.] Pp. 26. 25c.) 
Economic and pricing problems in postwar. Finan. management ser., no. 81. (New York: 

4m. Management Assoc. 1945. Pp. 38.) 


Internati nal Business Conference: final reports. Westchester Country Club, Rye, New 
York, Nov. 10-18, 1944. (New York: Internat. Bus. Conf., 14 W. 49th St. 1946. Pp. 


Postwar views of American manufacturers: supplement to American industry looks ahead; 


est of views and opinions received from manufacturers and manufacturers’ as- 
ation on postwar subjects. (New York: Committee for Econ. Development. 1945. 
Py +.) 
1 program for sustaining employment: report of Committee on Economic Policy. (Wash- 
ngton, D.C.: Chamber of Commerce of the U.S.A. 1945. Pp. 32.) 


Marketing; Domestic Trade 


D, E. S. Survey and directory of marketing research agencies in the United 
1945. (New York: Bur. of Bus. Research, City College. 1945. Pp. 40. $3.) 


SEVIN, C. H. Distribution cost analysis—a management tool for cost reduction. Bur. of 
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For. and Dom. Commerce, econ. ser. no. 50. (Washington: Supt. Docs. 1946. Pp. y 
56. 15c.) 


Handbook for retailers: planning the future of your business. (New York: Committee for 
Econ. Development. 1946. Pp. 24.) 


How long do retail and wholesale establishments tend to survive? Bur. of For. and 
Dom. Commerce, econ. ser. no, 54. (Washington: Dept. of Commerce. [1946.] Pp. 61 
mimeo.) 

Price spreads between farmers and consumers for food products, 1913-44. Dept. of 
Agric., misc. pub. 576. (Washington: Supt. Docs. 1945. Pp. 290. 45c.) 


Mining; Manufacturing; Construction 


Haynes, W. American chemical industry—the World War I period: 1912-1922. Vols. II 
and III. (New York: Van Nostrand. 1945. Pp. xliii, 440; xv, 606. $8 per vol.) 


VoskutL, W. H. Postwar issues in the petroleum industry. Bus. stud. no. 3. (Urbana 
Univ. of Illinois, Coll. of Commerce and Bus. Admin., Bur. of Econ. and Bus. Research 
1946. Pp. 32.) 


Magnesium plants and facilities: report of the Surplus Property Administration to the 
Congress, Dec. 7, 1945. (Washington: Supt. Docs. 1945. Pp. 48. 15c.) 


Report to Congress on disposal of government iron and steel plants and facilities, Oct 
8, 1945. Surplus Property Board. (Washington: Supt. Docs. 1945. Pp. 48. 15c.) 


Shipyards and facilities: report of the Surplus Property Administration to the Congres 
Jan. 31, 1946. (Washington: Supt. Docs. [1946.] Pp. 35. 10c.) 


Synthetic-rubber plants and facilities: interim report of the Surplus Property Administra 
tion to the Congress, Jan. 14, 1946. (Washington: Supt. Docs. [1945.] Pp. 30. 10c.) 


Transportation; Communication; Public Utilities 


Douxas, K. A. The French railroads and the state. Stud. in hist., econ. and pub. law, n 
517. (New York: Columbia Univ. Press. 1945. Pp. 287. $3.50.) 


Foy, B. L., compiler. An indexed bibliography of the Tennessee Valley Authority 
cumulative supplement, January 1943-December 1944. (Knoxville: Tennessee Valley 
Authority. 1945. Pp. 81, mimeo.) 

HowE Lt, W. S., editor. Problems and styles of communication. (New York: Crofts. 1945 
Pp. 443. $2.50.) 

IrELAND, T. The Great Lakes-St. Lawrence Seaway and power project. (New York 
Putnam. 1945. Pp. 62. 50c.) 

Kress, W. S. Types of utility rate bases under depreciation reserve accounting. Soc 
and phil. sci. no. 6. (St. Louis: Washington Univ. Stud. 1946. Pp. 85.) 

PARMLEE, M. Economic factors influencing railroad employment. (Chicago: U. S 
Railroad Retirement Board. 1946. Pp. vi, 152, mimeo.) 

Trwart, R. D. Railways in modern India. (Bombay: New Book Co. 1941. Pp. x, 234 
Rs. 10.) 

Wroperia, H. E. Aviation. (New York: Oxford. 1946. Pp. 184. $1.25.) 

Aircraft and aircraft parts: report of Surplus Property Administration to the Congres: 
Nov. 23, 1945. (Washington: Supt. Docs. 1945. Pp. 31. 10c.) 

Aviation transport. Law and Contemp. Probs., Vol. XI, no. 3. (Durham: School of Law 
Duke Univ. 1946. Pp. 202.) 

Columbia Basin joint investigations: highway development, problem 19. Reclamation 
Bureau. (Washington: Supt. Docs. 1945. Pp. 34. 15c.) 
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Gives need and opportunity for planning, recommended state highway system, and 

roposed county road systems. 

on commerce and navigation of the United States for the calendar year 1942. (Wash- 
ington: Bur. of the Census. 1945. Pp. 971. $3.50.) 

Freight commodity statistics, class 1 steam railways in the United States, year ended 
Dec. 31, 1944. Interstate Commerce Commission. (Washington: Supt. Docs. 1945. 
Pp. 149. $1.) 
vernment-owned pipe lines: report of the Surplus Property Administration to Con- 
cress, Jan. 4, 1946. (Washington: Supt. Docs. 1945. Pp. 68. 20c.) 

Gives information relating to government and the pipe-line industry, economic aspects 
{ disposal, and disposal problems and policy. 


Interstate commerce acts, annotated, 1944 supplement. Vol. 12. Interstate Commerce 
Commission. (Washington: Supt. Docs. 1945. Pp. 10109-10860. $2.) 


Interstate Commerce Commission: 59th annual report, November 1, 1945. (Washington: 
Supt. Docs. 1946. Pp. iii, 172. 75¢; paper 25c.) 
—; reports. Vol. 257. Decisions (finance reports), Jan. 1944-Feb. 1945. (Washington: 
Supt. Docs. 1944. Pp. 875. $2.) 


Port and terminal facilities at the U. S. ports on Lake Superior, 1945. Engineer Dept., 


Army. (Washington: Supt. Docs. 1945. Pp. 150. 75c.) 
preliminary abstract of railway statistics (steam railways, Railway Express 

{cency, Inc., and the Pullman Company) for the year ended Dec. 31, 1944. (Wash- 
ington: Supt. Docs. 1945. Pp. 46. 50c.) 
Transportation facilities: report of the Surplus Property Administration to the Congress, 
lan. 4, 1946. (Washington: Supt. Docs. 1945. Pp. 26. 10c.) 

vil Aeronautics Board: Vol. IV. Economic decisions. Dec. 1942-June 1944. (Washington : 
Supt. Docs. 1945, Pp. 737. $1.75.) 


Vol. 39. Motor carrier cases, decisions (finance reports), Feb. 1943-Dec. 1944. 
Washington: Supt. Docs. 1945. Pp. 870. $3.) 


Agriculture; Forestry; Fisheries 


ALEXANDER, W. M. Farm ownership in Louisiana finance under the Bankhead-Jones farm 
tenant act. Bull. no. 397. (Baton Rouge: Dept. of Agric. Econ., Louisiana State Univ. 
1945. Pp. 30.) 

Bartlett, R. W. The milk industry—a comprehensive survey of production, distribu- 
tion, and economic importance. (New York: Ronald Press. 1946. Pp. xii, 282. $4.50.) 


Bunce, A. C., Fisher, W. H., Raver, E. L. Agricultural adjustment and income. Postwar 
econ. stud., no. 2. (Washington: Div. of Admin. Services, Board of Govs. of the Fed. 
Reserve System. 1945. Pp. iv, 66. 25c.) 


Ecororr, P. P. Argentina’s agricultural exports during World War II. War-peace pamph. 
no. 8. (Stanford Univ., Calif.: Food Research Inst. 1945. Pp. 52. 50c.) 


sNEss, O. B. The dairy farmer and world trade. Carnegie Endowment for Internat. 
Peace, Div. of Econ. and Hist. agric. ser. no. 3. (Berkeley: Univ. of California Press. 


Recan, M. M., and others. The farm real estate situation, 1944-45. Dept. of Agric. circ. 


no. 743. (Washington: Supt. Docs. 1946. Pp. 47. 10c.) 


igriculture in an expanding economy. Statement by the Research Committee of the Com- 
mittee for Econ. Development. (New York: Committee for Econ. Development. 1946. 
Pp. 45.) 
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Balance sheet of agriculture, 1945. Dept. of Agric., misc. pub. 583. (Washington: Sy,» 
Docs. 1945. Pp. 44. 10c.) 4 
Gives asset items, equity items, and significance of financial changes. 

Domestic cotton surplus disposal programs. Dept. of Agric., misc. pub. 577. (Washingtor 
Supt. Docs. 1945. Pp. 51. 10c.) 

The farm real estate situation, 1944-45. Dept. of Agric., circ. 743. (Washington: Syy 
Docs. 1946. Pp. 47. 10c.) 

Looking ahead with cotton: some trends and some choices. (Washington: Supt. Doc 
1945. Pp. 22. 10c.) 

Agricultural Adjustment Agency: report of the chief; director of the Field Servi 
Branch, 1945. (Washington: Supt. Docs. 1946. Pp. 43. 10c.) 

Federal Trade Commission: report on distribution methods and costs. Pt. 8. Cost 
production and distribution of fish in New England. (Washington: Supt. Docs. 194: 
Pp. 118. 20c.) 

Secretary of Agriculture: report, 1945. (Washington: Supt. Docs. 1946. Pp. 171 30c 

Revue international des industries agricoles: index bibliographique. No. 1, 1945. (Paris 
Pub. de la Commission Internat. des Industries Agric. 1945. Pp. 150.) 


Economic Geography; Regional Planning; 
Urban Land; Housing 
Frecp, A. M. An outline for a community industrial development program by th 
American Industrial Development Council. (Charleston, S.C.: Am. Indus. Developmen 
Counc. 1946. Pp. 76. $1.50.) 
Grrrorp, J. C. Living by the land: conservation with special reference to proper use 
the land. (Coral Gables, Fla.: Glade House. 1945. Pp. 139. $2.50.) 
Haynes, W. Southern horizons. (New York: Van Nostrand. 1946. Pp. xiii, 316. $2.7 
JusTEMENT, L. New cities for old: city building in terms of space, time, and money 
(New York: McGraw-Hill. 1946. Pp. 237. $4.50.) 

KincsBury, L. M. The economics of housing—as presented by economists, appraisers and 
other evaluating groups. (New York: King’s Crown Press. 1946. Pp. xii, 177. $2.50 
Lascu, R. Breaking the building blockade. (Chicago: Univ. of Chicago Press. 1946. P 

329. $3.) 
Straus, N. The seven myths of housing. 2nd ed. (New York: Knopf. 1945. Pp. 354. $ 
Columbia Basin joint investigations: special land units, problem 7. Reclamation Bureau 
(Washington: Supt. Docs. 1945. Pp. 175. 65c.) 


Regional authority developments: a selected list of references, including legislative bill 
| 


introduced in Congress, 1933-1945. (Knoxville: Tennessee Valley Authority. 1946. Pp. 1! 
mimeo.) 


Labor and Industrial Relations 


Baker, H. The office library of an industrial relations executive. 5th ed. (Princeton 
Indus. Rel. Sec., Princeton Univ. 1946. Pp. 35. 50c.) 

Durry, J. F., Jr. State administrative machinery for the conciliation and mediation o/ 
labor disputes. (Berkeley: Bur. of Pub. Admin., Univ. of California. 1945. Pp. 48 
mimeo. ) 

Foster, W. Z. The strike situation and organized labor’s wage and job strategy. (New 
York: New Century Publishers. 1945. Pp. 23. 5c.) 


GOLDENWEISER, E. A., and others. Jobs, production, and living standards. Postwar econ 
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att Washington: Div. of Admin. Serv., Bd. of Govs. of the Federal Reserve 
System. 1945. Pp. 89. 25c.) 

Ek. M. Wartime employment, production, and conditions of work in shipyards. 
Stat., bull. no. 824. (Washington: Supt. Docs. 1945. Pp. 64. 10c.) 
wan. L. The truth about unions, (New York: Reynal and Hitchcock. 1946, Pp. 87. 


warpy. H. S. Industrial relations in conditions of full employment. (New York: 

Macmillan. 1946. Pp. 26. 50c.) 

spa. K. K. Labor in the Philippine economy. Issued under the auspices of the Am. 
Inst. of Pacific Relations. (Stanford University, Calif.: Stanford Univ. Press. 


Pp. xv, 97. $2.) 
x. M. Government and union-employer relations. (Chicago: Public Admin. Service. 
Pp. 36. $1.) 


2. W. The Negro and the post-war world: a primer. (Washington: Minorities 
ishers. 1945. Pp. 103. $1.50.) 
C. W. Job evaluation methods. (New York: Ronald Press. 1946. Pp. xiv, 329. $6.) 


McNaucuton, W. L. Industrial economy and labor control. (Los Angeles: Golden State 


Publishers. 1945. Pp. 287. $3.25; paper, $2.75.) 
MmiHoLLaNpb, R. Pay day: labor and management in the American system of free enter- 


prise. (New York: Morrow. 1946. Pp. 252. $2.50.) 
Mooney, P. Profitable labor relations and how to develop them. (New York: Harper. 


Pp. xi, 209. $2.50.) 
Moore, W. E. Industrial relations and the social order. (New York: Macmillan. 1946. 
Muxerjez, R. The Indian working class. (Bombay: Hind Kitabs. 1945, Pp. xvii, 336. 
Rs, 12-8 


Ramsay, A. M. Unions and veterans: including a directory of leading unions. (Washington: 
Public Affairs Press. 1946. Pp. 32. 25c.) 
Stewart, B. M. and Couper, W. J. Fact finding in industrial disputes. Indus. monog. no. 
New York: Indus. Rel. Counselors. 1946. Pp. vii, 61. $1.50.) 
VERBERG, L. G., editor. The Wagner act: after ten years. (Washington: Bur. of Nat. 
Affairs. 1945. Pp. 130. $2.) 
gE, R. B. All these people—the nation’s human resources in the South. (Chapel Hill: 
Univ. of North Carolina Press. 1945. Pp. xxxiii, 503. $5.) 


Wotrson, T. Labor’s coming of age. (New York: New York Soc. for Ethical Culture. 
] Pp. 24. 10c.) 

innual digest of state and federal labor legislation, enacted August 1, 1944 to August 1, 

Div. of Lab. Stand. bull, no. 75. (Washington: Supt. Docs. 1945. Pp. xv, 84. 20c.) 

Changes in population and in the labour force. Suppl. to The Labour Gazette, Dec., 1945. 


Ottawa: Dept. of Labour. 1945. Pp. 31.) 
ntinuous employment for seafarers. Internat. Lab. Conf., 28th sess., 1946. Rept. VII. 
Montreal: Internat. Lab. Off. 1946. Pp. 12.) 
nal Labor Relations Board: Vol, 60-62. Decisions and orders, Jan. 15-Mar. 24, 
1945; Mar. 26-May 31, 1945; June 1-Jul. 30, 1945. (Washington: Supt, Docs. 1945. 
rp. 1487; 1660; 1528. $3 each.) 
Director's report. Third Conf, of Am. States Members of the Internat. Lab. Organisation, 
City, Apr. 1946. Rept. I. (Montreal: Internat. Lab. Off. 1946. Pp. 151.) 
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Earnings and wage practices in municipal governments of 15 cities, 1944. Bur. of Lab 
Stat., bull. 848. (Washington: Supt. Docs. 1945. Pp. 26. 10c.) 


Entry, training and promotion of seafarers. Internat. Lab. Conf., 28th sess., 1946. Rept. \ 
(Montreal: Internat. Lab. Office. 1946. Pp. 51.) 


Industrial relations. Third Conf. of Am. States Members of the Internat. Lab. Organisatio, 
Mexico City, Apr. 1946. Rept. IV. (Montreal: Internat. Lab. Off. 1946. Pp. iii, 94.) 


Labor’s library: a bibliography for trade unionists, teachers, students, librarians, (Nx 
York: Workers Education Bur. of Am. 1945. Pp. 41. 20c.) 


Labour inspection. Third Conf. of Am. States Members of the Internat. Lab. Organisation 
Mexico City, Apr. 1946. Rept. III. (Montreal: Internat. Lab. Off. 1946. Pp. 62.) 


Labour organisation in Canada: 34th annual report (for the calendar year 1944). (Ottaw, 
Cloutier. 1946. Pp. 89. 25c.) 


Legislative series, Oct.-Dec., 1945. (Montreal: Internat. Lab. Off. 1945. Various pp. : 
yearly.) 
Memorandum on university research programs in the field of labor. By the Committee op 
Labor Market Research. (Washington: Soc. Sci. Research Counc. 1946. Pp. 27.) 
Post-war employment survey—employer estimates of covered employment in Ohio by 
county and industrial group, Jan, 15, 1946, and April 15, 1946. (Columbus: Ohio Bur 
of Unemployment Compensation and U. S. Employment Serv. in Ohio. 1946.) 


The President’s National Labor-Management Conference, November 5-30, 1945: summor 
and committee reports. Div. of Lab. Stand. bull. no. 77. (Washington: Supt. Docs. 1946 
Pp. 89.) 


The problem of changeover unemployment: a statement on national policy by the Research 
Committee of the Committee for Economic Development. (New York: Committee for 
Econ. Development. 1945. Pp. 29.) 


Proposed international labour obligations in respect of non-self-governing territories. Inter 
nat. Lab. Conf., 29th sess., 1946. Rept. IV (1). (Montreal: Internat. Lab. Off. 194 
Pp. 190.) 


Résumé of the proceedings of the Twelfth National Conference on Labor Legislation, De 
5-6, 1945. Div. of Lab. Stand. bull. no. 76. (Washington: U. S. Dept. of Labor, 194 
Pp. vii, 40. 10c.) 


Statutes and congressional reports pertaining to the National Labor Relations Board 
(Washington: Supt. Docs. 1945, Pp. 141. 25c.) 


Trends in urban wage rates, October 1944 to April 1945. Bur. of Lab. Stat., bull. 84 
(Washington: Supt. Docs. 1945. Pp. 11. 5c.) 


Union agreements in the tobacco industry, Jan. 1945. Bur. of Lab. Stat., bull. 847. (Wash- 
ington: Supt. Docs. 1945. Pp. 25. 5c.) 


Vocational training. Third Conf. of Am. States Members of the Internat. Lab. Organisation 
Mexico City, Apr. 1946. (Montreal: Internat. Lab. Off. 1946. Pp. 134.) 


Wages and hours in the primary textiles industry in Canada, 1944. Suppl. to the Labow 
Gazette, February, 1946. (Ottawa: Cloutier: 1946. Pp. 21.) 


Wages; hours; manning. Internat. Lab. Conf., 28th sess., 1946. (Montreal: Internat. La! 
Off. 1946. Pp. 131.) 


Social Insurance; Relief; Pensions; Public Welfare 


Anverson, H. B. Public health the American way. (New York: Citizens Medical Refer- 
ence Bur., Inc. 1945. Pp. 238. $2.50.) 
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Of Lab newepict, M. R. A retirement system for farmers. Pamph. no. 49. (Washington: Nat. 
: Assoc. 1946. Pp. 43. 25c.) 
. Rept, | Fark, I. S., SanveRs, B. S., and FepeRMAN, D. Disability among gainfully occupied per- 
n » introduction to disability insurance statistics. Bur. memo. no. 61. (Washington: 
aNisation Soc. Security Board. 1945. Pp. iv, 60.) 
94.) H. Should state unemployment insurance be federalized? Nat. econ. probs. no. 419. 
New York: Am. Enterprise Assoc. 1946. Pp. 71. 50c.) 


nS. (New 
Hirscurietp, G. Security the American way. (Chicago: Insurance Econ. Soc. of America. 
ANisation ) Pp 16.) 
2.) | Horver, T. J., editor. Health and social welfare, 1945-1946. (New York: Frances Sharp. 
(Ottaws 46. Pp. 519. $6.) 
garse, I. H., M.D., and Crocker, L. H. The Peckham experiment: a study in the living 
Pp tructure of society. Sir Halley Stewart Trust pub, (New Haven: Yale Univ. 1946. Pp. 
50 ) 
nitter on RicHarpson, J. T. The origin and development of group hospitalization in the United 
States, 1890-1940. Univ. of Missouri stud., Vol. XX, no. 3. (Columbia: Univ. of Mis- 
1045. Pp. 101. $1.25.) 
0 dy 
hio Bur SteRN, B. J. Medicine in industry. Stud. of N. Y. Acad. of Medicine, Committee on 
Medicine and Changing Order. (New York: Commonwealth Fund. 1946. Pp. 313. $1.50.) 
ummar | Tuarp, C. R. Social security and related services in Michigan, their administration and 
tS. 1946 financing. Govt. stud., no. 16. (Ann Arbor: Bur. of Govt., Univ. of Michigan. 1946. 
Pp. vii, 180.) 
esearch Compensation or pension to veterans or their dependents: analysis of elements of entitle- 
tte for ment to and rates of compensation or pension. 79th Cong., 1st sess., S. doc. 99. (Wash- 
Supt. Docs. 1945. Pp. 29, 10c.) 
_ Inter. Proceedings of the National Conference of Social Work: selected papers seventy-second 
F 104 nnual meeting 1945. (New York: Columbia Univ. Press. 1945. Pp. 417. $5.) 
Social security complications in New Zealand. (Chicago: Insurance Econ. Soc. of Am. 
in, Dec 194 
r, 19H S ecurity for seafarers. (Montreal: Internat. Lab. Off. 1946. Pp. vi, 264. $1.50.) 


Internat. Lab. Conf., 28th sess., 1946. Rept. II. (Montreal: Internat. Lab. Off. 


ll. 846 
Consumption; Codperation 
WarBasse, J. P. The codperative way: a method of world reconstruction. (New York: 
Barnes and Noble. 1946. Pp. 190. $2.) 
satio Tan i 
High-level food consumption in the United States. Dept. of Agric., misc. pub. 581. (Wash- 
n Supt. Docs. Pp. 48. 10c.) 
About 


Impact of the war om civilian consumption in the United Kingdom, the United States, 

ind Canada, report of a special combined committee set up by the Combined Produc- 
Lal ‘ton and Resources Board. Combined Production and Resources Board, United States, 
Great Britain, and Canada. (Washington: Supt. Docs. 1945. Pp. 157. 30c.) 


Invent ry of farmers’ codperatives, Pennsylvania, 1943. Pennsylvania State Coll. Agric. 
Xp. Sta., bull. 474. (State College, Pa.: State Coll. 1945. Pp. 63.) 


Refer- Uperations of consumers’ codperatives in 1944. Bur. of Lab. Stat., bull. 843. (Washington: 
Supt. Docs. 1945. Pp. 22. 10c.) 
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Organizing a farmers’ codperative. Farm Credit Admin., circ. C-108. (Washington: Supt 
Docs. 1945. Pp. 44. 15c.) 


Population; Migration; Vital Statistics 


Davie, M. R. What shall we do about immigration? Pamph. no. 115. (New York: Public 
Affairs Committee. 1946. Pp. 32. 10c.) 


Hoen ter, F. K. Europe’s homeless millions. Headline ser., no. 54. (New York: For. Pol 
Assoc. 1946. Pp. 96. 25c.) 


Luck, J. M. The war on malnutrition and poverty—the réle of consumer codperatives 
(New York: Harper. 1946. Pp. xi, 203. $2.50.) 


Moore, W. E. Economic demography of eastern and southern Europe. (Geneva: League of 


Nations. New York: Internat. Documents Serv., Columbia Univ. Press. 1945. Pp. 299 
$3.) 


Vital statistics of United States, 1943. Pt. 1. Natality and mortality data for the United 
States tabulated by place of occurrence with supplemental tables for Hawaii, Pueric 
Rico, and the Virgin Islands. Pt. 2. Natality and mortality data for the United Stat 
tabulated by place of residence. (Washington: Bur. of the Census. 1945. Pp. 228; 580 
$1.50; $2.50.) 


Unclassified Items 


Gurvitcn, G. and Moore, W. E., editors. Twentieth century sociology. (New York 
Philosophical Library. 1945. Pp. x, 754. $6.) 


SHoup, E. L. The government of the American people. (Boston: Ginn. 1946. Pp. ix 
1206, xli. $4.50.) 

The effects of strategic bombing on the German war economy. (Washington: War Dept 
Overall Econ. Effects Div., U. S. Strategic Bombing Survey. 1945. Pp. ix, 286. $1.) 
Social Science Research Council: annual report, 1944-1945. (New York: Soc. Sci. Re- 

search Counc. 1946. Pp. 69.) 


A study of business and employment among Negroes in Louisville. By Associates of Louis- 
ville Municipal College, and others. (Louisville: [Louisville Municipal Coll.] 1944. Pp 
92.) 


United States strategic bombing survey, over-all report (European War), Sept. 30, 1945 
War Department. (Washington: Supt. Docs. 1945, Pp. 109. 50c.) 


RECENT FRENCH PUBLICATIONS 


Editor’s Note—Through the kindness of Bertrand Nogaro, professeur 4 la Faculté de 
Droit de Paris, we have received the following list of books which he regards as the 
more important economic works published in France during recent years. A number of 
the volumes have been received and reviews will appear in early numbers. 


Economie Politique 


Artarion, A. L’oeuvre scientifique. (Volume collectif.) (Paris: Domat-Montchrestien 
1945.) 


ANTONELLI. L’economie pure du capitalisme. (Paris: Riviére. 1939.) 
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2 Cours d’économie politique. 2 vols. 3rd ed, (Paris: Domat-Montchrestien.) 
B. ¢ 


léveloppement de la pensée éconumique. (Paris: Lib. Gen. de Droit et Juris. 


, méthode de économie politique. (Paris. Lib. Gen. de Droit et Juris. 1939.) 
1 monnaie et les systémes monétaires. (Paris: Lib. Gen. de Droit et Juris. 1945.) 
ipes de théorie économique. (Paris: Lib. Gen. de Droit et Juris. 1941.) 


Précis des mécanismes économiques élémentaires. (Paris: Sirey. 1945.) 


Histoire Economique 
La crise économique en France a la fin de l'ancien régime et au début de la 
n. (Paris: Presses Univ. de France. 1944.) 


Histoire économique de la France. 2 vols. (Paris: Colin, 1939; 1942.) 


Statistique 


A. Economie politique et technique statistique. (Paris: Lib. Gen. de Droit et 


Finances 
1943: 


sisson. Finances publiques francaises. 2 vols. (Paris: Berger-Levrault. 
URGER. Crédit public et finance de guerre. (Paris: Médicis, 1944.) 
Précis d’économie et de législation financiére. (Paris: Sirey. 1941; 1943.) 


B. Le financement des dépenses publiques et la liquidation des dépenses de 


1 monnaie et ses institutions. (Paris: Presses Univ. de France. 1942.) 


HAL. Rendements fiscaux et conjonctures. (Paris: Médicis. 1942.) 


Agriculture 


Situation de Vagriculture frangaise—1930-1939. (Paris: Berger-Levrault. 


Demographie 


Traité de démographie. (Paris: Payot. 1945.) 
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PERIODICALS 


Economic Theory; General Works 


Boncras, E. Remarques sur la théorie du capital en économie libre et en économiz dirigés 
Schweiz. Zeitschr. f, Volkswirtschaft und Stat., June, 1945. Pp. 11. 

CorNnEJO, B. La competencia imperfecta y la teorie tradicional. III. Rev. Econ. y Estad 
No. 4, 1944; No. 1-2, 1945. Pp. 25; 51. 

Dervaux, P. Réflexions sur Pintérét, Vépargne et l'investissement. A propos de la théor 
générale de J. M. Keynes. Rev. d’Econ. Pol., Mars-Dec., 1945. Pp. 29. 

GorttLies, M. The theory of optimum population for a closed economy. Jour. Pol. Econ 
Dec., 1945. Pp. 28. 

Guarestl, J. J. La economia politica. Rev. de Ciencias Econ., Dec., 1944. Pp. 8. 

Harris, A. L. The scholastic revival: the economics of Heinrich Pesch. Jour. Pol. Econ 
Feb., 1945. Pp. 22. 

Hicks, J. R. Recent contributions to general equilibrium economics. Economica, Noy 
1945. Pp. 8. 

LACHMANN, L. M. A note on the elasticity of expectations. Economica, Nov., 1945. Pp. ( 

LEoNnTIEF, W. The pure theory of the guaranteed annual wage contract. Jour. Pol. Econ, 
Feb., 1945. Pp. 4. 

Ou és, F. Le simili-rationalisme dans l'économie politique 4 apparence rationaliste. Schweiz 
Zeitschr. f. Volkswirtschaft und Stat., Juni, 1945. Pp. 30. 

RocHer, P. Remarques sur le principe: “Autant d’ équations que d’inconnues” appliqué 
aux théories de l'équilibre économique. Rev. d’Econ. Pol., Mars-Dec., 1945. Pp. 16 
SPENGLER, J. J. The Physiocrats and Say’s law of markets. II. Jour. Pol. Econ., Dec 

1945. Pp. 21. 
TINTNER, G. A note on welfare economics. Econometrica, Jan., 1946. Pp. 10. 
UNTERBERGER, S. H. and Henic, H. Theory of wage control in the transition period. S 
Econ. Jour., Jan., 1946. Pp. 13. 


Economic History 


Grampp, W. D. A reéxamination of Jeffersonian economics. So. Econ. Jour., Jan., 194 
Pp. 20. 

Hamiton, E. J. The first twenty years of the Bank of Spain. 1. Jour. Pol. Econ., Feb 
1946. Pp. 21. 

MicHett, H. The impact of sudden accessions of treasure upon prices and real wage 
Canadian Jour. Econ. and Pol. Sci., Feb., 1946. Pp. 17. 


National Economies 


tion 


Baupin, L. An outline of economic conditions in France under the German occupati 
Econ. Jour., Dec., 1945. Pp, 20. 

Corcoran, T. F. Economic review of the Republic of Panama for 1943. Estad., Sept 
1945. Pp. 12. 

Leak, H. and Marzets, A. The structure of British industry. Jour. Roy. Stat. Soc., Vol 
CVIII, Pts. I-II, 1945. Pp. 66. 
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sertson, H. M. The economic development of the Cape under Van Riebeek. Pt. IV. So. 
Afr. Jour. Econ., Dec., 1945. Pp. 18. 
souwerrzer, A. Big business and the Nazi party in Germany. Jour. Bus., Univ. of Chicago, 


R 


T 


Jan., 1946. Pp. 24. 
Economic Systems; Post-War Planning 


Durpin, E. F. M. Professor Hayek on economic planning and political liberty. Econ. Jour., 
Dec., 1945. Pp. 14. 
Euus, H. S. Postwar economic policies. Rev. Econ. Stat., Feb., 1946. Pp. 6. 


dirigés 
; Harpy, C. O. Schumpeter on capitalism, socialism and democracy. Jour. Pol. Econ., Dec., 
Estad +5 Pp 9. 
, Mirovez, J. Libertad, planeacién y Hayek. El Trimestre Econ., Jul.-Sept., 1945. Pp. 15. 
théoris WiskEMANN, E. Socialism and communism in Italy. Foreign Affairs, Apr., 1946. Pp. 10. 
WonperticH, F. The National Socialist agrarian problem. Soc. Research, Mar., 1946. 
Econ Pp. 18 
Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 
KenpaL, M. G. On the analysis of oscillatory time-series. Jour. Roy. Stat. Soc., Vol. 
Nor CVIII, Pts. I-II, 1945. Pp. 49. 
KoopMans, T. Statistical estimation of simultaneous economic relations. Jour. Am. Stat. 
Pp Assoc., Dec., 1945. Pp. 19. 
E Paton, W. A. Cost and value in accounting. Jour. Accountancy, Mar., 1946. Pp. 8. 
Marrry, A. Inter-American standards and procedures in foreign trade statistics. Estad., 
hwei Sept., 1945. Pp. 4. 
Mitten, W. W. Standard costs and their relation to cost control. N.A.C.A. Bull., Apr., 1, 
»pliqué 1946, Pp. 11. 
) Sanpers, T. H. A review of reviews of accounting progress. Jour. Accountancy, Jan., 
Dec 1946. Pp. 18. 
Tintner, G. Multiple regression for systems of equations. Econometrica, Jan., 1946. 
Pp. 32 
National Income and Product; Income Distribution; 
Consumption Statistics 
GmBerT, M. and Jasz1, G. The 1945 White Paper on national income and expenditure. 
Econ. Jour., Dec., 1945. Pp. 10. 
Keity, T. H. Social and economic statistics in the Union (review article). So. Afr. Jour. 
: Econ., Dec., 1945. Pp. 14. 
: Maver, J. Deficiencies in the gross-national-product concept as a national measure. Jour. 
Pol. Econ., Dec., 1945. Pp. 7. 
OxLsson, I. Lépande nationalinkomstberadkningar (England, Tyskland och USA). Ekon. 
Tid., Juni, 1945, Pp. 11. 
Ortiz M., R. Producto nacional e ingreso nacional. El] Trimestre Econ., Oct.-Dic., 1945. 
Pp. 21. 
dion PeveRseN, J. Fuld beskaeftigelse og leveomkostningerne. Nationalgkon. Tid., 1-2 Hefte, 
45. Pp. 21 
sept Price, G. Labor income in Bolivia. Estad., Jun., 1945. Pp. 17. 
WovtinsKy, W. S. Relationship between consumers’ expenditures, savings and disposable 
Vol income. Rev. Econ. Stat., Feb., 1946. Pp. 12. 


Prices in fourth quarter and year 1945. Mo. Lab. Rev., Mar., 1946. Pp. 17. 
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Business Cycles and Fluctuations 


Hansen, A. H. Some notes on Terborgh’s The Bogey of Economic Maturity, Rev, Boo, 
Stat., Feb., 1946. Pp. 5. 

Kaceckt, M. The maintenance of full employment after the transition period: « compari- 
son of the problem in the United States and the United Kingdom. Internat. Lab. Re, 
Nov., 1945. Pp. 16. 

Marx, F. M., editor. Maintaining high-level production and employment: a symposium 
Am. Pol. Sci. Rev., Dec., 1945. Pp. 61. 

Merry, D. H. and Bruns, G. R. Full employment—the British, Canadian and Australizy 
White Papers. Econ. Record. Dec., 1945. Pp. 13. 

Ou.in, B. Det Amerikanska konjunkturproblemet. Ekon. Tid., Sept., 1945. Pp. 8. 

Pearson, F. A, and PAARLBERG, D. Sixty million jobs and six million farmers. Jour. Farm 
Econ., Feb., 1946. Pp. 14. 

Picou, A. C. Some considerations on stability conditions, employment and real wage rate 
Econ. Jour., Dec., 1945. Pp. 11. 

Wricut, D. McC. “The great guessing game’: Terborgh versus Hansen. Rev. Econ. Stat 
Feb., 1946. Pp. 5. 

Full employment in the transition period. Internat. Lab. Rev., Dec., 1945. Pp. 20. 


Public Finance; Fiscal Policy; Taxation 


Booker, H. S. Income tax and incentive to effort. Economica, Nov., 1945. Pp. 5 

ButscHer, W. C. The revenue act of 1945. Jour. Accountancy, Jan., 1946. Pp. 10. 

Crark, C. Public finance and changes in the value of money. Econ, Jour., Dec., 1945 
Pp. 19. 

Horton, D. C. and Larsen, H. C. Federally sponsored farm-mortgage credit agencies: war 
time operations and postwar prospects. Agric. Finan. Rev., Nov., 1945. Pp. 13. 

Isaac, G. J. Taxing farmers’ income. Bull. Nat. Tax Assoc., Feb., 1946. Pp. 6. 

LitTerER, O. F. Corporation income tax and production. Bull. Nat. Tax Assoc., Apr., 1945 
Pp. 7. 

Mavong, P. E. Property tax developments since 1932. Agric. Finan. Rev., Nov., 1945. Pp.’ 

Sms, L. B. and BerotzHerMer, J. Tax yields and tax policy at the state level in the war 
peace transition. Bull. Nat. Tax Assoc., Feb.; Mar., 1946, Pp. 6; 5. 

TrevisAn, E. C. La experimentacién del impuesto a la renta en la Republic Argentina 
El Trimestre Econ., Jul.-Sept., 1945. Pp. 18. 

Waris, K. Jnflationsproblemet i Finland. Ekon. Tid., Dec., 1945. Pp. 18. 

WituiaMs, R. D. Fiscal policy and propensity to consume. Econ. Jour., Dec., 1945. Pp. 3 

Wyckorr, V. J. Tax classification and public finance. Bull. Nat. Tax Assoc., Jan., 194 
Pp. 4. 

The federal budget in the transition economy. Fed. Res. Bull., Feb., 1946. Pp. 9. 


Money and Banking; Short-Term Credit 


Castitiero R., E. J. and Benrenot, R. F. El sistema monetario de Panama. Rev. & 
y. Estad., No. 4, 1944. Pp. 38. 

Cattaneo, N. B. El redescuento en la Repiblica Argentina. Rev. la Ciencias Econ., Abr 
1945. Pp. 28. 

Kracu, B. Sparande, képkraftséverskott och likviditet. Ekon. Tid., Mars, 1945. Pp. 13 

TcHeERNorr, J. Le réle économique des syndicats financiers. Rev. d’Econ. Pol., Mars-De 
1945. Pp. 19. 
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N. J. and Jones, L. A. Short-term agricultural loans of commercial banks, 1910-45. 


WALL 
Finan. Rev., Nov., 1945. Pp. 14. 


Agric 
International Trade, Finance and Economic Policy 


Apter, J. H. The postwar demand for United States exports. Rev. Econ. Stud., Feb., 
Pp. 11. 
H. Britain’s declining réle in world trade. Foreign Affairs, Apr., 1946. Pp. 18. 

vez, L. M. Precios de exportacién en la Republic Argentina. Estad., Sept., 1945. 


S. Monopolistic output and international trade. Quart. Jour. Econ., Feb., 1946. 


ninsky. M. T. The Soviet Union and international agreements. Pol. Sci. Quart., Mar., 
Pp. 29 
rrHarD, I. Multilateralismen i Sveriges utrikeshandel. Ekon. Tid., Juni, 1945. Pp. 18. 
Kworr, K. E. World rubber problems. Harvard Bus. Rev., Spring, 1946. Pp. 11. 
ntier, W. W. Exports, imports, domestic output and employment. Quart. Jour. Econ., 
Feb., 1946. Pp. 23. 
va O., A. Factores que inflayen en la balanza de pagos de Mexico. El Trimestre Econ., 
Oct.-Dic., 1945. Pp. 33. 
tA Pena, M. T. La industrializacion de Mexico y la politica arancelaria. El Trimestre 
Econ., Jul.-Sept., 1945. Pp. 32. 
k, J. and Patterson, G. The British loan. Foreign Affairs, Apr., 1946. Pp. 12. 
L. Om utrikeshandelns ekonomiska verkningar. Ekon. Tid., Mar., 1945, Pp. 17. 
Ropertson, D. H. The problem of exports. Econ. Jour., Dec., 1945. Pp. 5. 
rE, W. J. A “made to measure” tariff. Econ. Record, Dec., 1945. Pp. 11. 
Scuwencer, R. B. The prospect for postwar agricultural exports from the United States. 
Jour. Farm Econ., Feb., 1946. Pp. 12. 
Yates, P. L. Food and agriculture organization of the United Nations. Jour. Farm Econ., 
Feb., 1946. Pp. 17. 


Business Finance; Insurance; Securities Markets 


Peterson, H. G. The coérdination of company financial planning with external economic 
mmditions. N.A.C.A. Bull., Mar. 1, 1946. Pp. 13. 

SzATROWSKI, Z. The relationship between price change and price level for common stocks. 
Jour. Am. Stat. Assoc., Dec., 1945. Pp. 17. 


Public Control of Business; Public Administration; National Defense 


GuTHRiE, J. A. Price regulation in the paper industry. Quart. Jour. Econ., Feb., 1946. 


Kronstein, H. and Letcuton, G. C. K. Cartel control: a record of failure. Yale Law 
Jour., Feb., 1946. Pp. 39. 

Leary, P. M. Wartime rationing and governmental organization. Am. Pol. Sci. Rev., 
Vec., 1945. Pp. 18. 

ParkIN, N. C. Some economic concepts affecting the renegotiation of war contracts. Jour. 

bus., Univ. of Chicago, Jan., 1946. Pp. 12. 


Petersen, E. Hva har den tyske okkupasjon kostet Norge? Ekon. Tid., Juni, 1945. Pp. 13. 


SCHMIDT, E. Offentlig prispolitik med henblik paa behovsdaekning. Nationalgkon. Tid., 
1-2 Hefte, 1945. Pp. 20. 
l On , Price and outlay policy of state enterprise. Econ. Jour » Dec.., 1945. Pp. as 
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Industrial Organization; Price and Production Policies; 
Business Methods 


AxerMANn, G. Var prispolitik efter kriget. Ekon. Tid., Sept., 1945. Pp. 16. 
Leontizer, W. The economics of industrial interdependence. Dun’s Rev., Feb., 1946. Pp? 
Lewis, W. A. Competition in retail trade. Economica, Nov., 1945. Pp. 33. 
Swan, T. W. Price flexibility and employment (review article). Econ. Record, Dec., 19s: 
Pp. 18. 
Transportation; Communication; Public Utilities 


CHIANELLI, P. El costo y precio del transporte ferroviario y su situacién econdmicy. 
financiera en los ejercicios de 1937/38 a 1941/42. Rev. de Ciencias Econ., Enero, Fe 
1945. Pp. 28, 36. 


Eurnrootu, N, E. Det teoretiska studiet av transportvdsendets problem, Ekon. Tid., De 
1945. Pp. 10. 


Heatu, M. S. The uniform class rate decision and its implications for southern econom 
development. So. Econ. Jour., Jan., 1946. Pp. 25. 
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Labor unions in American agriculture. Mo. Lab. Rev., Jan., 1946. Pp. 12. 
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Parsons, K. H. Social security for farm people. Jour. Farm Econ., Feb., 1946. Pp. 13. 
Witte, E. E. Development of unemployment compensation. Yale Law Jour., Dec., 1945. 


Consumption; Codperation 
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Editor’s Note 


Beginning September 15, 1946, the editorial office of the Review will return to McGray 
Hall, Cornell University, Ithaca, New York. 

Miss Mary Connally has resigned as assistant to the managing editor of the Review : 
become administrative assistant to the Executive Vice Chairman of the American Nations 
Red Cross. 

It was hoped that, with the current issue of the Review, the difficulties with printing 
schedules would have disappeared and permitted appearance on the pre-war scheduled 
date of June 15. Unfortunately, the effects of the war were not yet so far liquidated as to 
make this possible. As soon as dependable printing schedules are restored, the date oj 
publication will be brought forward to the first day of March, June, September and 
December, principally for the purpose of permitting advance notice of the annual 
meetings of the Association in the December number. 

The following names have recently been added to the membership of the Amen 
EcoNOMIC ASSOCIATION : 

Abraham, W., 520 Yale Station, New Haven, Conn. 

Allgood, Miss Carrie L., 2551-15th St., N.W., Washington, D.C. 

Anderson, C. E., 2321 N. Wakefield St., Arlington, Va. 

Armore, S. J., Federal Home Loan Bank Admin. (NHA), 101 Indiana Ave. NJ 

Washington 25, D.C. 

Arlt, C. T., 131 Forest St., Oberlin, Ohio. 

Ayre, Miss J., 2016 D St., N.E., Washington 2, D.C. 

Bates, S., Dept. of Reconstruction and Supply, Ottawa, Canada. 

Bangs, R. B., 1606 Ripon PI., Alexandria, Va. 

Bates, E. W., American Book Co., 88 Lexington Ave., New York 16, N.Y. 

Beele, J. W., 151 Amity St., Brooklyn 2, N.Y. 

Beal, T. B., 944 Military Dr., Salt Lake City 5, Utah. 

Becker, Father J., Georgetown University, Washington 7, D.C. 

Begdes, K., Yapi ve Kredi Bankasi, Istanbul, Turkey. 

Belzak, C. T. T/5, Port Hq. Det., Station Complement, NYPE, BABT, Brooklyn, .\ 

Bigelow, K. W., Teachers College, Columbia University, 525 W. 120th St., New York 2 
N.Y. 

Bigler, W. R., 86 Highland Ave., Columbus, Ohio. 

Bing, R. A., 78-11 Kew Forest Lane, Forest Hills, L.I., N.Y. 

Blaisdell, P. H., 3316 Coryell Lane, Parkfairfax, Alexandria, Va. 

Blum, F. H., 1804 N. Oak Street, Arlington, Va. 

Bowers, R., Carnegie Institute of Technology, Pittsburgh, Pa. 

Bronson, Miss M. C., 130 Whitman Ave., West Hartford 7, Conn. 

Brown, The Rev. L. C., St. Louis University, St. Louis 3, Mo. 

Bry, G., 695 Clinton Ave., Newark, N.J. 

Bryant, L. C., 1602 N. McKinley Rd., Arlington, Va. 

Buchanan, M. T., State College of Washington, College of Agriculture, Pullman, Was! 

Burns, R. K., 1700 Prairie Ave., Chicago 16, Il. 

Bursler, N., University of Chicago, Law School, Chicago 37, Il. 

Burstein, H., 570 Isham St., New York 34, N.Y. 

Butler, Col. H. D., 1559-44th St., N.W., Washington 7, D.C. 

Carwell, J., UNRRA—Shanghai, APO 907, c/o P.M., San Francisco, Calif. 

Chattas, C., Santa Rosa 37, Dep. 7, Cordoba, Argentina, So. Amer. 

Chen, S. Y. C., National University of Amoy, Amoy, Fukien, China. 
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University of Minnesota, School of Bus. Admin., Minneapolis 14, Minn. 
wmick, 319 Manitoba Ave., Winnipeg, Canada. 
ic F. E., University of Minnesota, Dept. of Economics, Minneapolis, Minn. 
K. C., 245 Market St., Room 214, San Francisco 6, Calif. 
oe-Tse Shih, C., Lancashire College, Whalley Range, Manchester 16, England. 
A. Syracuse University, Dept. of Economics, Syracuse 10, N.Y. 
> H. London School of Economics, Houghton St., Aldwych, London W.C. 2, 


r, J., Loyola Univ., New Orleans 15, La. 

tz. W. K., 2579 Yale Station, New Haven, Conn. 
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Dake, S. W., Southern Missionary College Library, Collegedale, Tenn. 


R. D., c/o Swiss Bank Corp., 11 c, Regent St., Waterloo Pl., London S.W. 1, 
S. Rotherwood Ave., Evansville 4, Ind. 
uling, H. J., 464 Wood Ave., Westmount, Montreal, Canada. 
ivey, H. W., New York University, Inst. on Postwar Reconstruction, Washington Square, 
New York 3, N.Y. 
D. D., 3121-16th St., N.W., Apt. 43, Washington 10, D.C. 
M. M., University of California, 119 South Hall, Berkeley, Calif. 
nel, H. L., Jr., Dept. of State, Washington, D.C. 
J. P., 76 Palmer St., Passaic, N.J. 
fsen, G.-R., Pillsbury Mills, Inc., Minneapolis 2, Minn. 
ne, C. T., 5014 Spruce St., Philadelphia 39, Pa. 
», Mrs. C. T., 5014 Spruce St., Philadelphia 39, Pa. 
er, G. F., 1411 John Jay Hall, Columbia University, New York 27, N.Y. 
W. C., 4500 Chase Ave., Bethesda, Md. 
th, R. F., 2516 Tunlaw Rd., N.W., Washington, D.C. 
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ards, F. K., 4841 Rodman St., N.W., Washington, D.C. 
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itzgerald, Miss G., American Bankers Assoc., 12 E. 36th St., New York 16, N.Y. 


Sister M., Saint Joseph’s College for Women, 245 Clinton Ave., Brooklyn 5, 


W. A., Federal Reserve Bank, Station K, Dallas 13, Texas. 
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sister I. M., Marymount College, Salina, Kan. 
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F rward, K. A., Graduate College, Princeton, N.J. 
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L. R., 1355 Peabody St., N.W., Washington, D.C. 

[., U. S. Securities and Exchange Commission, Philadelphia 3, Pa. 
M. R., 247 Park Ave., New York, N.Y. 

na, L. M., Arendles 2439, Buenos Aires, Argentina, So. Amer. 


tlenson, Dr. W., c/o L. P. Galenson, 11 Park Pl., New York, N.Y. 


S., 120 W. 105th St., New York, N.Y. 
Lt. W. M., 01043961, Nat. Res. Sec. GHQ SCAP, APO 500 (Adv. Ech.), c/o 
stmaster, San Francisco, Calif. 
i W., Internat. Ladies’ Garment Workers’ Union, 1710 Broadway, New York 
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Gordon, H. S., Columbia University, 715 Furnald Hall, New York, N.Y. 

Gordon, M. J., The Stratford Arms Hotel, 117 W. 70th St., New York 23, NY 
Gotschall, J. C., 400 Font Blvd., Parkmerced, San Francisco 12, Calif. 

Gourdiaan, Dr. I. J., Bachlaan 18, Hilversum, Holland. 

Graber, Miss A., 87 Columbia St., New York 2, N.Y. 

Grey, A., 520 W. 110th St., New York, N.Y. 

Grosscup, G. C., Jr., 312 N. Prospect Ave., Madison, Wis. 

Gross, R. N., 21 Perkins Hall, Cambridge 38, Mass. 

Hadjidotou, T., 77, rue Charles Degroux, Brussels 4, Belgium. 

Halvorson, L. C., The National Grange, 744 Jackson Pl., Washington, D.C. 
Hammerman, H., 1701-16th St., N.W., Washington 9, D.C. 
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Hartley, A. E., 15 Kingston St., Subiaco, Western Australia. 
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Jones, J. C., III, Jones, Hocker, Gladney and Grand, 407 N. 8th St., St. Louis 1, Mc 
Jones, J. P., 200 Forest Ave., Vermillion, S.D. 

Jones, S., R.F.D. 2, Falls Church, Va. 

Joyce, R. K., 8713 Lasalle Blvd., Town of Lasalle, Quebec, Canada. 

Kass, D., 126-35th St., S.E., Washington 19, D.C. 

Kennedy, C. J., lowa Wesleyan College, Dept. of Soc. Science, Mount Pleasant, Iowa 
Kent, L., University of Chicago, Haskell Hall, Chicago 37, Ml. 


King, L., 3512 Avenue du Parc, Montreal, Canada. *s 

King, R. C., 1705-37th St., N.W., Washington 7, D.C. ie 
Kito, F. E., 4508 S. Ellis Ave., Chicago 15, Ill. : 
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Landuyt, B. F., University of Detroit, College of Commerce and Finance, Detroit, Mich 
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Leland, T. W., A. and M. College of Texas, College Station, Texas. 
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Lieberman, I. M., 5542 Everett Ave., Chicago, Il. 

Lishan, J. M., 147 N. Windsor Blvd., Los Angeles, Calif. 
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Weinberg, M., 349 Crown St., Brooklyn 25, N.Y. 

Weinfeld, W., 505 Brook Dr., Falls Church, Va. 
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Wilson, J. D., 12 Orchard Pkwy., White Plains, N.Y. 
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The Allied Social Science Associations are being served by the following officers during 

the present year: 

American Accounting Association—Eric L. Kohler, 1 North La Salle Street, Chicag 
Illinois, president; Ernest C. Davies, Northwestern University, secretary-treasurer 

American Association of University Teachers of Insurance—C. A. Kulp, University 
Pennsylvania, president; Chester A. Kline, University of Pennsylvania, secretary- 
treasurer 

American Farm Economic Association—F. V. Waugh, United States Depariment 
Agriculture, president; Asher Hobson, University of Wisconsin, secretary-treasurer 

American Finance Association—Harry Guthmann, Northwestern University, president 
Neil Jacoby, University of Chicago, secretary-treasurer. 

American Marketing Association—Lyman L, Hill, Evansville, Indiana, president; Harve; 
W. Huegy, University of Illinois, secretary. 

American Sociological Society—Carl C. Taylor, United States Department of Agricultur 
president; Conrad Taeuber, United States Department of Agriculture, secretary. 

American Statistical Association—Isador Lubin, United States Department of Labor, pres 
dent; Lester S. Kellogg, 1603 K Street, N.W., Washington 6, D.C., secretary-treasurer 

Econometric Society—Jacob Marschak, University of Chicago, president; Alfred Cowles 
University of Chicago, secretary-treasurer. 

Rural Sociological Society—Paul H. Landis, Washington State College, president; Leland 
B. Tate, Farm Foundation, secretary-treasurer. 


Two Sarah Frances Hutchinson Cowles Fellowships for women will be awarded by the 
University of Chicago for the academic year 1947-48 upon nomination by the Cowles 
Commission for Research in Economics, Applicants must be students of outstanding 
promise, preparing for the degree of master or doctor in the field of social sciences and sta 
tistics, preferably in quantitative economics or mathematical statistics, The Fellowships 
amount to $1000 each, but may be supplemented by an additional grant of $500 

The Economic and Social Council of the United Nations in February, 1946, established 
a Statistical Commission with general responsibilities for assisting the Council in coérdinat 
ing the statistics which will be required from member governments and developing the 
central statistical services of the Secretariat. The Council elected the following persons 4 
initial members of the Statistical Commission: H. Campion (United Kingdom), head 
the Central Statistical Office of the British Cabinet; M. G. Jahn (Norway), president 
the Bank of Norway; M. A. Teixera de Freitas (Brazil), secretary general of the Brazilian 
Institute of Geography and Statistics; P. C. Mahalanobis (India), Statistica] Laborator) 
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Presidency College, Calcutta; Stuart A. Rice (United States), assistant director of the 
Qureau of the Budget in Charge of the Division of Statistical Standards; and Professor 
\lfred Bernard Sauvy (France). Three other initial members of the Commission are to 
be designated by members of the Council for China, Ukraine and the U.S.S.R. 
Gilbert H. Barnes died on August 12, 1945. 
4lva H. Benton of the Bureau of Agricultural Economics, Washington, D.C., died in 
November, 1945. 

Thomas F. Conway died on November 9, 1945. 

Joseph Gordon died on October 12, 1945. 

Eugene A. Heinmann died on November 11, 1945. 
H. John Stratton died on August 12, 1945, while on leave from Illinois College. He 
was serving the New England office of the Office of Price Administration as regional 

nomist at the time of his sudden death. 


Orlando F. Weber died September 6, 1945. 


Appointments and Resignations 


William H. Andrews, formerly of Purdue University and recently discharged from the 
Navy, joined the staff at Indiana University as instructor in economics in June, 1946. 

Harold B. Baker has resigned as assistant professor of management at Indiana University 
ind is now at General Motors Institute as assistant to the director and head of the business 
idministration division. 

I t Clair Bancroft of the economics department of Colgate University was given 


Everett 


a leave of absence from the beginning of November through February to serve as economic 


nsultant to the State of New York Department of Commerce and, on his return to the 
iniversity, will continue his relations with the State Department of Commerce. 

Robert B. Bangs has resigned from the Department of Economics, Indiana University, 
ind returned to the Bureau of Foreign and Domestic Commerce. 

Robert J. Baxter, assistant professor of finance in the School of Business Administration 
t the University of Pittsburgh, has resigned. 

Richard F. Behrendt was promoted from associate professor to professor of international 
affairs at Colgate University. 

J. N. Berretoni, formerly instructor at the University of Minnesota, has been appointed 
ussistant professor of statistics at Iowa State College. 

Francis M. Bird, professor and head of the department of commerce in the College of 
Engineering and Commerce, University of Cincinnati, was appointed dean of the univer- 
sity’s new College of Business Administration on March 1, 1946. 

Robert L. Bishop has been promoted to the rank of assistant professor of economics in 
the Department of Economics and Social Science at the Massachusetts Institute of 
Te hnology. 

Harry C. Bredemeier has been appointed instructor in sociology at Princeton University. 

Douglas S. Brown has resigned as instructor of economics at Temple University to accept 
n appointment as assistant professor of economics at Pennsylvania State College. 

Douglass V. Brown of the Industrial Relations Section at the Massachusetts Institute 
if Technology has been appointed Sloan professor of industrial management in the 
lepartment of business and engineering administration. 

P. S. Brown of the Department of State conducted courses in the department of 
economics of the University of Michigan during the 1946 summer session. 

J. Murray Carroll, professor of economics, will be on leave from Bates College during 
the second semester. 

Joseph Carwell has been appointed chief of economics for the UNRRA mission in 
Shanghai. 
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Francis R. Cella was separated from the Army in December and is now director of tix 
research bureau and head of the statistical department at the University of Oklahoma 

Arthur Claydon is teaching in the department of economics at Syracuse University 

William H. Conley has accepted an appointment as dean of the School of Commere 
Loyola University, Chicago. 

M. C. Cravens, formerly of Cornell University, has been appointed assistant profess, 
in agricultural economics at Michigan State College. 


Raymond E. Crist, formerly of the Institute of Tropical Agriculture, Mayaguez, Pyert 
Rico, has joined the staff of the College of Business and Public Administration, Depart- 
ment of Natural and Human Resources, University of Maryland, as professor of geography 
of Latin America. 


Ernest A. Dauer has returned to the Federal Deposit Insurance Corporation, Washing- 
ton, D.C., where he is principal economist in its division of research and statistics, after 
three years’ active duty with the Navy. 

Pearce Davis, formerly assistant wage stabilization director of the National War Labor 
Board and later chairman of the National Telephone Commission, has been appointed 
chairman of the department of business and economics at Illinois Institute of Technology 

E. D. Domar, who has been connected with the Board of Governors of the Federal 
Reserve System, conducted courses in the department of economics at the University of 
Michigan during the 1946 summer session. 

Walter A. Durham, Jr., is now engaged as director of research for the Lumberman’s 
Industrial Relations Committee, Inc. 

Walter P. Egle has resigned his position at Ohio State University to accept a professor 
ship at the University of Cincinnati. 

Walter L. Eisenberg, formerly executive secretary of the Second Regional Trucking 
Panel and a member of the staff of the wage stabilization director of the Second Regiona 
War Labor Board, has been appointed to a senior assistantship in the department of ec 
nomics of the School of Commerce, Accounts and Finance of New York University. 

J. Harold Ennis, professor of sociology, Cornell College, Iowa, conducted courses in the 
department of economics at the University of Michigan during the 1946 summer session 

Grover W. Ensley has returned to his position as senior fiscal analyst in the Bureau 
of the Budget after separation from the Navy where he served with the rank of Lieu 
tenant (j.g.) as Control Group Officer, Ordnance Supply Branch, in Guam. 

George Farmer is now instructor of business administration at West Virginia Universit; 

Paul Fisher has been appointed assistant professor of economics at Dartmouth College 

Cleo Fitzsimmons has resigned her position at the University of Illinois and is now 
professor and head of home management in the School of Home Economics in Purdue 
University. 

John H. Frederick, formerly of the University of Texas, has been added to the staff of 
the College of Business and Public Administration, University of Maryland, as professor 
of transportation and foreign trade. 

S. H. Frankel is vacating his chair of economics and economic history at the University 
of the Witwatersrand in order to take up an appointment to the chair of colonial ec 
nomic affairs at Nuffield College, Oxford. 

John Dean Gaffey has been named district price economist of the Los Angeles office of the 
Office of Price Administration. 

George C. Grosscup completed his war service as Captain in the Army Air Corps ane 
will join the department of economics at the University of Vermont as assistant professor 

Harold W. Guest has resumed his duties at Baker University after teaching at the Arm) 
University in Biarritz and lecturing in Germany. 

David B. Hamilton has been appointed instructor in economics in the School of Bus 
ness Administration of the University of Pittsburgh. 
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of the Wesley J. Hansen, recently discharged from the Navy after 27 months’ duty, has become 
na ysociated with the Brentwood Egg Company, Washington, D.C. 
ly Clifford M. Hardin has been promoted from associate professor to professor in agri- 
imerce -yltural economics at. Michigan State College. 
C. Lowell Harriss has resumed his teaching of economics and contemporary civilization 
ofessor st Columbia University after five years’ service in the Division of Tax Research of the 
Treasury Department and with the Army Air Forces on various phases of procurement. 
Puert Penelope C. Hartland has been appointed instructor of economics at Brown University. 
epart- Gabriel S. Hauge, an instructor in economics at Princeton University when he joined 
Taphy the Navy in January, 1942, was discharged in December, 1945, and is now at Harvard 
University on a Social Science Research Council Demobilization Award. 
shing- Harry Henig, after war service with the War Labor Board and at the Army University 
after abroad, has resumed his work at the University of Cincinnati with the rank of associate 
professor. 
Labor William W. Hewett of the University of Cincinnati served as a member of the faculty 
inted f the Institute of International Relations held at Antioch College during July. 


logy John Hope, II, after two years as Fair Practice Examiner, Atlanta Regional office of 
the FEPC while on leave from Atlanta University, on October 1, 1945, joined the Social 
Science Institute, Fisk University, as specialist on industrial relations to organize a section 
concerned with minorities problems in industry and labor organizations. 

Hervey D. Hotchkiss, who recently returned from teaching in the American University 
at Biarritz, France, has been discharged as a Lieutenant Colonel and is now teaching at 
the College of the City of New York and at New York University. 

E. Jay Howenstine has been associated with the Office of Price Administration as adjust- 
ment analyst. 

Simeon Hutner has recently served as a part-time assistant in economics in Princeton 
University. 


ssor- 


J. Hugh Jackson, professor of accounting, and dean of the Graduate School of Busi- 
ness, Stanford University, has been appointed Dickinson lecturer at Harvard University 
for the academic year 1946-47. 

David R, Jenkins has recently returned from work in Japan and China as economic 
advisor to the U. S. Reparations Mission, and has resumed work in the Division of 
Monetary Research of the Treasury Department. 

E. A. J. Johnson has resumed his duties as professor of economic history at New York 
University after war service as Lieutenant Colonel. As chief of the economics branch of 
the Allied Land Forces in Norway, he was the first American to enter Norway, having 
been attached then to the 1st (British) Airborne Division. He was decorated with the 
Cross of King Haakon VII, the Bronze Star and the Order of the British Empire. 

B. M. Joffe has been elected executive director of the National Wage Stabilization 
Board, Washington. 

Matthew A. Kelly of Princeton University has been promoted to the grade of assistant 
professor. 

C. J. Kennedy has been appointed assistant professor of economics at the University of 
Nebraska for the coming year. 


Maurice Kirsch has been appointed instructor of accounting at West Virginia University. 


Albert Lauterbach of Sarah Lawrence College is teaching also in the Graduate Division 
f Brooklyn College. 


Ben W. Lewis, professor of economics at Oberlin College, conducted courses in the 
cepartment of economics of the University of Michigan during the 1946 summer session. 


Raymond H. Lounsbury has been appointed assistant professor of economics at Dart- 
mouth College. 


Arthur F, Lucas, who has been absent on leave for war service since 1943, will return 
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to his position as professor of economics and sociology at Clark University for the year 
beginning September, 1946. 

Samuel Lutzker, formerly with the U. S. Employment Service as research assistant, ; 
now employed as a senior economist with the New York State Division of Housing. 

Edward B. Malloy has been appointed instructor in accounting in the School of Busines 
Administration of the University of Pittsburgh. 

Fritz Karl Mann, professor of economics and public finance at American University, ha 
been invited by the University of Cologne through the British Military Government , 
reoccupy his former chair in the department of economic and social sciences which in 193; 
he had to give up under nazi pressure. Since he plans to continue serving this country 
he has declined the invitation. 

Theodore F. Marbury has been appointed instructor in economics in Princeton University 

Donald B. Marsh will be on a leave of absence from Barnard College during the academic 
year 1946-47, but will continue his association with the department of finance and busines 
research of the Chase National Bank. 

Edgar W. Martin in the fall will assume new duties as professor and head of the depart. 
ment of economics at Illinois College. 

Will E. Mason was an instructor in economics in Princeton University during the sun- 
mer term of 1946. 

James A. Maxwell, on leave from Clark University for governmental work since 194? 
and most recently as economic consultant in the Department of State, will return to his 
position as professor of economics in September, 1946. 

J. M. McDaniel, Jr., has resigned as professor of economics at Dartmouth College to 
continue in government work with the Department of Commerce, Washington. 

William J. McLarney, formerly of the faculty of Iowa State College, has joined the 
faculty of the College of Business and Public Administration at the University of Maryland 
as associate professor of industrial administration. 

Sidney L. Miller, formerly head of the transportation department at the University of 
Iowa, is now professor and head of the department of transportation in the School of 
Business Administration of the University of Pittsburgh. 

Lloyd G. Mitten, head of the department of economics at Olivet Nazarene College, was 
visiting lecturer in economics at Indiana University during the past summer session. 

Eduardo Montealegre is working as an advisor to the Ministry of National Economy 
of Guatemala. 

Theodore Morgan has been appointed an instructor in the department of economics o/ 
Harvard University for the year beginning July 1, 1946. 

J. E. Morton of the National Bureau of Economic Research is joining the faculty of 
Cornell University. 

Charles A. Myers has been promoted to the rank of associate professor of industrial 
relations in the department of economics and sociology at the Massachusetts Institute 0! 
Technology. 

John H. Myers has been appointed assistant professor of business statistics in the 
School of Commerce of Northwestern University. 

Ruby Turner Norris, who has been serving as chief economist for the Office of Price 
Administration in Honolulu during the war, will return to her position as assistant professor 
of economics at Vassar College in the fall. 

Bert E. O’Beirne has been promoted from instructor to assistant professor in economics 
at Michigan State College. 

Andreas G. Papandreou has been appointed an instructor in the department of ¢co- 
nomics at Harvard University for the year beginning July 1, 1946. ; 

Clyde William Phelps, head of the department of economics in the University © 
Chattanooga, has been commissioned by the Board of Directors of the National Reta! 
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Credit Association to prepare an official handbook on credit granting for the association. 

Addison Pond is in the investment research section of the National Life Insurance 
Company following his discharge from the Army Air Forces as a Lieutenant Colonel and 
after two and a half years’ service as chief of personnel and operations of the Air Forces 
Reinforcement Command in Europe, for which he was awarded the Legion of Merit, the 
Bronze Star and the French Croix de Guerre with Palm. 

Charles Prince resigned his position as Soviet Russian expert of the Chamber of Com- 
merce of the United States to accept a similar assignment on the editorial staff of World 
Report. 

Harry L. Purdy has resigned his position as professor of economics at Dartmouth Col- 
lece to continue his work as assistant director of research for the Missouri Pacific Railroad. 

Daniel W. Raaf, formerly instructor of economics at Lafayette College, has been ap- 
pointed instructor of economics at Brown University. 

Joseph S. Ransmeier has been appointed assistant professor of economics at Dartmouth 
College. 

C. J. Ratzlaff, formerly head of the economics department of Lafayette College and 
recently with the U. S. Tariff Commission, has joined the faculty of the College of Busi- 
ness and Public Administration of the University of Maryland as professor of international 
finance and economic relations. 

Raymond de Roover has resigned his position at Oberlin College to return to Wells 
College with the rank of associate professor of economics. 

George Rosen has been a part-time assistant in economics at Princeton University. 

Myron Rosenfield has accepted a position with the Continental Converters Corporation 
as economic analyst. 

Richard F. Ruggles has been appointed an instructor in the department of economics of 
Harvard University for the year beginning July 1, 1946. 

Arnold W. Sametz has been a part-time assistant in economics in Princeton University. 

Richard Scheuch has been a part-time assistant in economics in Princeton University. 

Arthur Schweitzer of the University of Wyoming has been promoted to associate 
professor. 

I. L. Sharfman, chairman of the department of economics at the University of Michigan, 
served on the emergency board established under the Railway Labor Act with reference 
to wages of railway express employees. 

Harold W. Smart will resume his duties in September as assistant professor of economics 
at the Massachusetts State College, after a two years’ leave of absence. 

Arnold W. Soloway has been appointed part-time instructor of economics at Brown 
University. 

William A. Spurr, formerly a Lieutenant Commander in the Navy, has joined the staff 
of the University of Chicago School of Business as associate professor of statistics. 

George J. Stigler, formerly professor of economics at the University of Minnesota, has 
been appointed professor of economics at Brown University. 

Merton P. Stoltz has been promoted from assistant professor to associate professor of 
economics at Brown University, 

Milton C. Taylor, formerly of the University of British Columbia, has been appointed 
as graduate assistant in economics at Michigan State College. 

Arthur P. L. Turner is now with the Bank of the Manhattan Company, after completing 
his wartime assignment with the Treasury Department and upon resignation from Montana 
State University. 

John V. VanSickle, research professor of economics at Vanderbilt University, has accepted 
the position of chairman of economics at Wabash College, Indiana. 

Jacob Viner has been appointed professor of economics at Princeton University. 
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Charles Walsh has resigned his position as chief of the Office of Export-Import, Offic 
of Price Administration, Washington, to resume his duties as assistant professor of 
economics at the Graduate School of Fordham University. 

William N. Watson is at present with the Department of State in London. 

George W. Westcott will return in September to his position as extension specials 
in the department of agricultural economics at the Massachusetts State College. 

James M. Whitsett has returned to his position as associate professor of banking and 
finance at Western Reserve University after serving as a Major in the Army Air Forces 
at Wright Field. 

Edmund Whittaker, formerly associated with Brown University and the University of 
Illinois, has joined the staff of Indiana University as professor of economics, 

John A. Wolfard, after three years’ active duty in the Supply Corps of the Navy, has 
been appointed assistant professor of economics at Montana State University. 

Nathaniel Wollman, assistant professor of economics at Colorado College, was a visiting 
lecturer, in economics at Indiana University during the past summer session. 

James R. Young, formerly a Lieutenant in the Navy and on leave of absence from 
Centre College, has joined the staff at Indiana University as instructor in economics, 
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